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‘THE AUSTRALIAN ECONOMY 
MARCH, 1961* 


I. Perspective 


In the past twelve years, there have been three occasions of 
‘‘erisis’’ in the balance of payments (1951-52, 1954-55 and 1955-56, 
and 1960-61), if by ‘‘crisis’’ we mean a substantial fall in London 
Funds which needs corrective action to arrest (Chart 3). These 
three crises have been associated with internal booms (Chart 1). 
The peaks of these booms can be located, approximately, at August 
1951, December 1955, and November 1960. What are the points of 
similarity and difference between these three crises? What actions 
did the Commonwealth Government take to cope with the problems 
arising from them? What long-term trends are evident? 

Many economic series can be used to show the course of the 
economy as it moves from boom to recession. Perhaps the most 
graphic to illustrate the level of activity (the ‘‘busyness’’ of the 
economy) is the relation between unfilled vacancies and registered 
unemployed (Chart 1), although movements in production are not 
perfectly reflected in movements in employment, because the rate of 
change of productivity depends, partly, on the level and rate of 
change of employment themselves. 

On the basis of unfilled vacancies and registered unemployed, 
the first of the three booms was, by far, the greatest both in period 
and amplitude. It extended over several years and at its peak the 
excess of unfilled vacancies over registered unemployed was over 
100,000. The second boom extended over about two years, but the 
excess demand for labour was very much less than that of the earlier 
boom. Both booms ended quite abruptly. The third boom, statistically 
speaking, appears to have hardly got under way. At the beginning 
of 1960-61, unfilled vacancies were rising and registered unemployed 
falling rapidly in a fashion strongly reminiscent of 1953-54, but 
unfilled vacancies have exceeded registered unemployed for only a 
few months. The ‘‘boom’’ of the last eighteen months has not been 


*I wish to thank those colleagues in Adelaide and elsewhere with whom I 
have had discussions on Australia’s current economic problems. The content of 
this paper owes a great deal to them, but the responsibility for it must remain 
mine. It might be as well to register here that the paper must be read as at the 
middle of March. There seems to be a particular risk under present circumstances 
that parts of it may date quickly. 
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reflected in an excess of vacancies over unemployed in the statistics 
as was the 1954-55 boom, although one cannot be sure that the usage 
of the Commonwealth Employment Service has remained constant. 
Of the two recessions the second was much more prolonged than the 
first and gave rise to cries about ‘‘stagnation’’, although in amplitude 
they were similar. 

Thus over the past twelve years it seems that the booms have 
become smaller and the recessions longer, although it would be rash 
to draw any general inferences from such a small sample. Never- 
theless it is important to realize that there is evidence that internal 
inflation in 1959-60 and 1960-61 was a deal less fierce than in 1954-55 
and was in no way comparable with the 1950-51 position. 

On the other hand the first recession, although briefer, appears 
to have resulted in a fall in production which did not occur in the 
second one. However, expansion during the past two years has not 
quite matched that of the previous booms. For what they are worth, 
some rough estimates of real gross national product, not adjusted 
for the terms of trade, are set out below: 








Real Gross Percentage 
National Product* Change 
1948-49 ing 100 
1949-50 o% 108 8-0 
1950-51 in 116 Ka 7:4 
1951-52 ae 113 a —2°6 
1952-53 Pe 111 es —1°'8 
1953-54 ne 117 iva 5:4 
1954-55 oe 128 as 9:3 
1955-56 a 136 a 6:3 
1956-57 Sa 139 os 2:2 
1957-58 oe 142 wa 2:1 
1958-59 ace 155 ea 9:2 
» 


1959-60 


160 - 3: 








* Exports deflated by Export Price Index, imports by Import Price Index, 
balance of gross national expenditure by Consumer Price Index, 


As far as price movements are concerned, the rate of price 
increase was greatest in the first boom, where retail prices rose at 
about 5 per cent per quarter. In the second boom the price inflation 
was much more moderate at about 2 per cent per quarter, and in 
the third boom it was less again, at about 1 per cent per quarter. 
Prices have risen throughout the post-war period, although the rate 
of increase has slackened in the periods of recession. There has been 
a tendency for price and wage inflation to persist after the elimina- 
tion of internal inflationary conditions (Charts 7 and 8). However, 
it should perhaps be pointed out that some cuts in the effective prices 
for consumer durables do not get into the Consumer Price Index, 
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Merchandise Imports: Australia 
1948-49 to 1960-61 
(Monthly values) 
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Net Gold and Foreign Exchange Holdings: Australia 
1948-49 to 1960-61 
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so that the rate of price increase in periods like the present tends to 
be overstated. 

The cyclical fluctuations in real activity have been accompanied 
by similar fluctuations in values in the share market (Chart 6). The 
first boom was reflected in a sharp rise in share prices over 1949-50 
and 1950-51. The market then fell suddenly. It resumed its upward 
climb during 1952-53 and reached a peak at the end of 1954-55, 
rather lower than that of four years earlier. It fell during 1955-56 
somewhat ahead of the fall in real activity. However, it began to 
rise steadily from July 1956 onwards, even though real activity 
remained stagnant. Its pace quickened as the real boom began about 
eighteen months ago. This long stock exchange boom from 1956-57 
to 1959-60, inclusive, has been mainly the result of new institutions 
and new attitudes in the capital market and, more recently, a shortage 
of scrip (as a result of fixed interest financing). Similarly, the sharp 
drop in share prices from September 1960 onwards was more related 
to policy measures and the liquidity squeeze than to any sharp decline 
in real activity. Sharp movements in long- and short-term interest 
rates occurred with the breaks in the booms in 1951-52 and 1955-56 
(Chart 6). More recently (November 1960), rates moved up and the 
short-rate increased so sharply that it now exceeds the long-term 
rate—a reflection of acute credit stringency. 

Fluctuations in investment in building and construction and 
in motor vehicles have been major determinants in the three cycles 
(Charts 4 and 5). In addition the first boom was considerably influ- 
enced by abnormally high export earnings, and the second and third 
by the expansion of consumer credit. 

The flow of imports has been directly related to fluctuations in 
internal activity, both because the demand for imports is a function 
of aggregate expenditure and because, as full employment is ap- 
proached, an increasing proportion of expenditure is diverted to 
imported goods (Chart 2). Up to the end of 1955-56, the course of 
imports was closely patterned on movements in unfilled vacancies, 
and the same appears true for 1959-60. However, from 1956-57 to 
1958-59 inclusive, imports at first rose and then remained stable in 
spite of a decline in activity in the first half of this period. This 
suggests that import restrictions had been biting severely. As they 
were relaxed over this period, the additional quotas were taken up, 
in spite of some relative decline in employment (although there was 
no decline in production). 

Throughout the period under consideration, rising activity has 
resulted in greatly increased imports, which, on the three occasions 
when this has occurred, have brought about balance of payments 
difficulties. In the first case, the very great increase in imports in 
1951-52 which resulted in a large accumulation of stocks, itself con- 
tributed to the end of the internal boom. In the second case, although 
the relatively high flow of imports in 1954-55 did result in some stock 
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CHart 4 


New Houses and Flats Commenced and Total Value of 
all Building Commenced: Australia 
1948-49 to 1960-61 (Quarterly) 
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Registrations of New Motor Vehicles: Australia 
1948-49 to 1960-61 
(monthly values) 
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accumulation, the boom petered out early in 1956, due partly to the 
investment cycle having lost its impetus and partly to Government 
fiscal and monetary measures. In the third case, the high level of 
imports in the latter half of 1959-60 and in 1960-61 may have offset 
what would otherwise have shown itself as excessive internal demand. 
Stocks did not accumulate over 1959-60, although there is evidence 
of stock accumulation early in 1960-61. It is likely that market expen- 
ditures would not have been maintained at 1959-60 levels into 1960-61, 
even without Government action (see p. 20 below). Government 
policy has, of course, reinforced any natural tendencies towards a 
downturn in activity. It is important to note that the recent import 
boom in contrast to the two earlier ones has occurred in a situation 
with little (if any) excess demand. 

In the first two booms government policy was somewhat similar. 
After aggregate demand had been running at excessive levels for 
some time, first monetary and then budgetary weapons were brought 
into action. On both occasions these were successful in strengthening 
what would probably have been a downward movement in the 
economy anyway, and on both occasions they were somewhat tardy 
and therefore tended to be relatively severe. In both cases severe 
import restrictions were imposed, and these with six to twelve months 
lag proved effective. As far as the more recent boom is concerned, 
government policy has been very different. 

In February 1960, at a time when the number of registered 
unemployed was rapidly falling, although it was not yet obvious that 
the economy was working beyond eapacity, the Commonwealth Gov- 
ernment announced the virtual abolition of import restrictions. The 
abolition was regarded as desirable in itself and as an anti-inflationary 
device. The term ‘‘anti-inflationary device’’ conceals an ambiguity. 
If the intention was to use imports to compete down domestic prices 
(or to force domestic producers to absorb wage increases), then the 
removal of restrictions could be said to be anti-cost inflation. However, 
if aggregate demand is excessive or if the demand for imports not 
competitive with domestic production is high, then an enhanced flow 
of imports, while it may be anti-demand inflation will not be anti-cost 
inflation to the same extent. If excess demand exists, a greater flow 
of imports will ameliorate internal inflation, but usually it will be 
only a temporary (and an expensive) expedient. If excess demand 
does not exist, a greater flow may force price and cost reductions, 
provided it does not simply lead to unemployment; that is, provided 
domestic production responds in such a way as to keep imports out. 
The extent to which domestic production can do this must be un- 
certain. 

At the same time as it announced the abolition of import restric- 
tions, the Commonwealth Government also stated its intention to be 
represented before the Commonwealth Arbitration Commission to 
oppose a basic wage increase and its intention to bring down a balanced 
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Minimum Weekly Wage Index, Index of Average Weekly Eearnings— 
Seasonally Adjusted, and Consumer Price Index: Australia 


(Base 1952-53 = 100) 
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budget. No doubt the end to import licensing prevented the emer- 
gence of open excess demand, although the pace of the boom continued 
to quicken in spite of monetary restraint imposed by the Reserve 
Bank over 1959-60 and into 1960-61 and fiscal restraint imposed by 
the 1960-61 Commonwealth Budget (see Bowen, Economic Record, 
August 1960, and Laffer, Economic Record, December 1960). With 
monetary and fiscal policy having had little apparent effect (bank 
advances were one-sixth greater in November 1960 than they had 
been a year earlier), the Commonwealth Government felt impelled 
in November to fresh policy moves—its third attempt during 1960. 

The November measures included a further tightening of mone- 
tary policy by qualitative directives over bank lending, by a lift in 
bank interest rates and by alteration in the tax law to discourage 
fixed interest financing (interest on fixed interest bearing securities 
over and above that payable in the base year is not to be allowed as 
deductible before arriving at taxable income). This latter measure 
was aimed, among other things, at non-banking financial institutions 
and the flow of credit from them. Its effect on the motor vehicle 
industry was reinforced by an increase in the sales tax on motor 
vehicles from 30 per cent to 40 per cent. Finally, there was to be legis- 
lation to require life assurance offices and superannuation funds to 
hold at least 30 per cent of their portfolios in government securities, 
and at least 20 per cent in Commonwealth Government securities, 
ostensibly with the object of increasing the flow of funds to the 
public sector. 

However, some of these measures proved short-lived. Activity in 
the motor vehicle industry slumped badly in December-January, and 
the extra sales tax was removed in February. In March it was an- 
nounced that the measures relating to life offices and superannuation 
funds would be dropped, although tax inducements would be offered 
to encourage investment by these institutions in the securities of 
the public sector up to the stated proportions. 

The reversals in these two measures are unimportant in them- 
selves. The extra sales tax on motor vehicles was probably of relatively 
small importance in affecting car sales compared with the credit 
stringency operating in hire-purchase houses. The life offices and 
superannuation funds scheme would have had little practical effect 
on the flow of funds to the public sector as a whole, since most major 
institutions held investments in government securities well above 
the required level (this is also the case for the aggregate of all life 
offices and superannuation funds). The main practical consequences 
of the action contemplated would have been to force some switching 
from semi-governmental to Commonwealth Government securities 
and the reversal of the trend towards a greater investment of new 
funds in semi-governmentals. This would have been serious for some 
semi-governmental authorities. Whether or not measures are desirable 
to require all pension funds to hold a minimum proportion of trustee 
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securities and to require a certain proportion of new funds be 
invested in the public sector, are separate issues. 

Even though the above reversals in policy may be unimportant 
in themselves, they can instil no great confidence in the deftness 
of the Commonwealth Government’s economic policy. Moreover, as 
yet there has beeu no announcement of the precise character of the 
permanent changes to the law in respect of fixed interest bearing 
securities. The immediate aim of this measure was to restrict the 
expansion of non-banking financial institutions. In the longer run it 
ean hardly be desirable to inhibit their growth. What is wanted is to 
ensure that their growth is orderly and integrated with the rest of 
the economy. This would seem to require a measure of central bank 
control over their activities, and whether this could be implemented 
without constitutional change or uniform State legislation is doubtful. 
The Commonwealth Government appears to be contemplating the 
latter in the case of legislation against monopolies and restrictive 
practices, so perhaps it cannot be ruled out in this other field. 

Economie policy over the past twelve months, culminating in 
the November measures, appears to have nipped the boom in the bud 
(see p. 21), but the balance of payments situation remains critical 
and as yet unresolved. 


IT. The Balance of Payments 


Should the three balance of payments crises of the past decade 
be regarded as a series of short-term difficulties (perhaps brought on 
by a common cause) or are they, at least partly, the result of a funda- 
mental disequilibrium in the economy ? 

While it is true that the three crises have been associated with 
an expansion of internal activity to or beyond full employment, there 
are reasons for believing that, even in the absence of excess demand, 
the demand for imports would have been excessive. Lundberg and 
Hill in the Economic Record, May 1956, estimated that in 1953-54, 
when the economy was in a state of near balance, the unsatisfied 
demand for imports was of the order of £100m. During 1957-58 and 
1958-59, the period of so-called ‘‘stagnation’’, imports rose with each 
successive relaxation of restrictions. When import controls were 
removed early in 1960, imports rose to record levels, even though 
there was no general excess demand for labour and, with the possible 
exception of iron and steel, no shortage of capacity in manufacturing 
industry. It is difficult to avoid the conclusion that, at full employ- 
ment (defined by, say, one to two per cent statistical unemployment), 
the demand for imports is beyond the economy’s capacity to finance. 
Moreover, for reasons outlined by Lundberg and Hill, the current dis- 
equilibrium will tend to worsen rather than improve. 

The table below sets out the balance of payments for 1959-60 
and a rough forecast of the position for 1960-61, based on data for 
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the first eight months of the year. The third and fourth columns are 
explained below. 

















1959-60 1960-61 1960-61 1965-66 
Actual Forecast “Normal” “Target” 
£m £m £m £m 

ee ee ee 936 890 900 1,300* 
Imports $6 Was we 945 1,100 1,000 1,250 
Trade balance Le - 55 —9 —210 —100 50 
Net invisibles eee —238 —250 —250 —300 
Current account balance —247 —460 —350 —250 
Net capital inflow - 243 220 200 250 
Movement in reserves .. —4 —240 —150 0 





*Balancing item 


Forecasted exports for 1960-61 take into account the fall of £45m. 
as recorded for the first eight months of the year compared with 
1959-60, and the Chinese wheat deal. Recorded imports in the first 
eight months of 1960-61 were £756m. It is assumed that the 
remaining four months will run at about £85m. per month. Capital 
inflow was well maintained in the first six months of 1960-61. This 
may have been partly due to lags in the payment for imports. It is 
assumed that capital inflow in the second half of the year will be 
lower than in the first half, since there are a number of factors which 
are adverse (fear of devaluation, stock exchange uncertainty, etc.). 
Taking all factors into account the forecasted fall in reserves cannot 
be much in error. This fall will cut reserves to half, and will produce 
the lowest 30th June figure in fourteen years. 

The third column in the table in the preceding paragraph is an 
attempt to rewrite the current balance of payments position, as it 
would be if 1960-61 were a ‘‘normal’’ year (i.e. on ‘‘trend’’) with 
full employment. Exports have been raised a little on the grounds 
that some export prices may be unduly depressed and that the pro- 
duction of wool is below trend. Imports have been reduced, since 
some part of the very high current demand is almost certainly specu- 
lative (few businessmen have been bluffed into believing that imports 
will not become short again). Capital inflow has been reduced, on 
the grounds that capital inflow for 1958-59, 1959-60 and probably 
for 1960-61 has been abnormally high in relation to post-war experi- 
ence. The net effect of these adjustments is a run-down of reserves 
by £150m. This may be taken as a measure of the current fundamental 
disequilibrium. It is true that this would be wiped out, if export 
proceeds were a bit higher, imports a bit lower, and capital inflow a 
bit higher. But it would require all these things to happen, and lest 
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it should be thought that we have only a molehill to negotiate, the 
fourth column has been included. 

The fourth column is an attempt to estimate the value of export 
proceeds necessary to sustain the demand for imports in five years’ 
time, without further import replacement, and while maintaining 
equilibrium in the balance of payments. It is assumed that gross 
national product will increase by about 25 per cent over the period 
and the figures for imports and net invisibles have been raised accord- 
ingly. Capital inflow is assumed to grow at the same rate. The figures 
are set out in terms of constant prices, so that any further deteriora- 
tion in the terms of trade will raise the necessary volume of exports. 
On these assumptions, exports would have to expand by some 45 per 
cent over the next five years. Minor inaccuracies are unimportant 
when movements of such magnitude are involved. This exercise is a 
striking illustration of the long-term character of current balance 
of payments difficulties. 

The present situation requires action directed towards two ends: 
first, to arrest the decline in international reserves, so that they run 
down no further, and preferably rise, during 1961-62; and secondly, 
to bend the economic structure towards a greater supply of exports 
and a smaller demand for imports in the longer run (i.e. to make a 
fundamental adjustment in the structure of the economy). There 
are at least four possible lines of action which must be considered. 

Deflation. If excessive importation were due entirely to internal 
inflationary conditions, deflation would be an appropriate remedy. If 
a fundamental disequilibrium exists, deflation, although undoubtedly 
a possible remedy, is hardly an acceptable one. On the basis of the 
third column in the above table, it would be necessary to reduce the 
demand for imports by about £150m. to achieve balance. This would 
involve a cut in aggregate expenditure of as little as £150m. below 
the full employment level, only if the marginal propensity to import 
was unity, at levels of income approaching (but not at) full employ- 
ment. If the marginal propensity was one-third (which seems a 
reasonable figure to take), aggregate expenditure would have to be 
reduced by £450m. or about seven per cent of gross national product. 
Thus the remedy of deflation might require, say, five to seven per 
cent unemployment, and, apart possibly from some favourable re- 
action on costs and export supplies, it would do little to produce the 
structural change necessary to foster the relative long-term supply of 
exports and restrain the relative long-term demand for imports. 

Official thinking appears to interpret current levels of imports 
as being due partly to stock-piling and partly to excessive internal 
demand. The stock-piling (of which there is some evidence) must 
sooner or later cease (certainly the tough bank advance policy will 
hasten this), and the balance of excessive importation is expected 
to be choked off by deflation. A part of the increased flow of imports 
is no doubt being devoted to building up stocks intended to be held 
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at permanently higher levels. When desired stock levels are reached, 
this part will cease. But there may well be unintended increases in 
stocks beyond the desired levels. If these excess stocks are to be 
liquidated, imports must be reduced below their ‘‘normal’’ level. It 
is quite possible that this will happen in a few months’ time. The 
balance of payments will appear to improve although, other things 
being equal, imports will be likely to rise again later, as unwanted 
inventories are worked off. Thus a temporary improvement in the 
balance of payments is not inconsistent with the view that unless 
deflation goes a long way further than at present planned, such a 
policy is unlikely to be successful in securing external balance. More- 
over, if such an improvement is taken as a reason for relaxing internal 
economic policies, it will hasten the renewal of balance of payments 
difficulties. 

Even if deflation were successful in securing external balance 
within the near future, it would secure only short-term balance, since 
the long-term trends in exports and imports are unfavourable and 
since internal deflation would not, in fact, persist for very long. This 
view is supported by the nature of the increases in imports, which 
have been greatest, generally speaking and with the exception of 
iron and steel, in the products of those industries which are not 
short of capacity. This point is illustrated in the table following, 
although it is realized that a much more detailed analysis of imports 
is necessary before detailed conclusions can be drawn. Whatever the 
merits of a dose of deflation as an antidote te the excesses of inflation, 
it is surely not a suitable policy for handling balance of payments 
difficulties, even though some measure of deflation may be a sine 
qua non of a fundamental adjustment between internal and external 
costs. Irrespective of the rights and wrongs of current government 
policy, it seems unlikely that this policy will procure a satisfactory 
balance of payments equilibrium in the immediate or more distant 
future. 

Import Restrictions. Most economists are against import restric- 
tions as permanent measures for only too familiar reasons—the diffi- 
culties of administration, encouragement of monopoly elements in 
business, fostering of inessential industries. However, perhaps the 
most serious objection against them is that, if it is necessary to impose 
them continuously (even though their severity varies), there must 
exist a fundamental disequilibrium in the economy and the restric- 
tions themselves do nothing to correct this disequilibrium—indeed, 
they remove from government policy the obligation to take long-term 
corrective action. This certainly has been the Australian experience 
of the past decade. On the other hand, they are a useful weapon to 
handle short-term fluctuations in the balance of payments when 
reserves are inadequate. They economize on reserves and they are 
relatively certain and quick in their action. Moreover, licensing can 
be used specifically against those imports for which no substitute can 
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Recorded Imports ° 
(£m. f.o.b.) 





1959-60 1960-61 
First Half First Half  !erease 








DOG ad 43 oar Tee cee 21 + 
TR ts: ee a ee ee reed 6 ae 
Raw cotton .. .. me. 3 0 
Yarns and manufactured fibres > 18 7 
WO ae Oe ie ee ee ces “oe 46 11 
Apparel... .. .. ew Lane 7 2 
Petroleum ‘products, oil io e: oe Ee 51 2 
Rocks, minerals, ee tela” 5 1 
Iron and steel .. .. . tT 32 24 
Vehicles, parts and accessories .. .. 36 51 15 
Other metals and metal manufactures 29 36 7 
Electrical machinery and appliances 21 23 2 
Other machines and machinery... 63 82 19 
Crude and synthetic rubber .. .. 9 13 + 
TDP .s° 3. Oe ee ee 14 7 
Glass and crockery te att oan oO 8 2 
Pulp, paper and board .. .. .. 20 28 8 
Books, magazines and music .. .. 5 6 1 
Drugs, fertilizer and chemicals ac? 29 6 
Outside packages .. .. .. «2 «- §8 10 2 
ee one ke: Ga eee cree 72 10 

429 561 132 





be produced in Australia, which have low price-elasticity of demand 
and which cannot be regarded essential to the productive process 
(e.g. fur coats and Rolls-Royces). But in the aggregate these probably 
do not amount to much. Some of the objections to import controls 
would lose their force, if the excess demand for imports beyond the 
quotas was small. However, this could be ensured only if import 
controls were accompanied by other policies aimed at encouraging 
exports and discouraging imports. 

Exchange Devaluation. This is the classical answer to balance 
of payments disequilibrium. Whether or not such a step should be 
taken must depend on whether the disequilibrium is serious and 
long-term, for one would not wish to advocate devaluation lightly or 
frequently ; and then on whether devaluation is likely to be effective 
in bringing about equilibrium. The efficacy of devaluation depends 
on the relevant responses of exports and imports to devaluation. 
Under Australian conditions devaluation would almost certainly 
reduce imports, but doubts are sometimes expressed as to whether 
it would increase export proceeds. This it would not do if either the 
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supply of exports weré inflexible or the demand for exports were 
relatively inelastic. There seems to be no reason for believing that 
the demand for exports is highly inelastic, and although the supply 
of primary exports may be fairly rigid in the short run, the depend- 
ence of farm investment on farm income makes it likely that devalua- 
tion would promote primary exports in the long run. Moreover, there 
have in fact been big increases in the quantum of certain primary 
exports during the past decade. As far as manufactured exports are 
concerned one is pretty much in the dark. Production could be ex- 
panded fairly rapidly in many lines, but the degree of devaluation 
necessary for the encouragement of substantial manufactured exports 
is quite unknown. However, confidence on the part of manufacturers 
in the steady expansion of the domestic market, and a sufficient tight- 
ness in that market to avoid their exclusive pre-occupation with it 
are necessary if the supply of manufactured exports is to be elastic. 

In the Australian context, there are three major arguments 
against devaluation. First, it is argued, particularly by businessmen, 
that devaluation is dangerous because of its possible consequence on 
capital inflow. Fear of devaluation certainly may deter foreign inves- 
tors, as would a small devaluation that presaged further depreciation 
of the exchange rate. But the Australian rate of exchange has shown 
remarkable stability for nearly thirty years, and it is difficult to 
maintain that an unheralded and substantial devaluation would have 
more than a passing effect on capital inflow. It might even increase 
confidence in the future of an economy, which at present appears 
to have an over-valued currency. Secondly, it is argued that devalua- 
tion causes a redistribution of income from wage-earners to export 
producers, i.e. a redistribution in favour of higher income earners. 
However, such a redistribution may be the means by which the long- 
term supply of exports is fostered. In this case one must weigh con- 
siderations of the balance of payments against considerations of 
income distribution. It is only when devaluation does not significantly 
affect the supply of exports, i.e. when it results only in a ‘‘function- 
less’’ redistribution of income, that devaluation can be judged purely 
on grounds of equity. In any case the marked fall in the share of 
national income going to farmers, which has taken place over the 
past six or seven years, makes arguments about the redistribution 
effects of devaluation much less persuasive. Thirdly, there is the 
question of the price-wage spiral. A devaluation which resulted in 
a rise in money wages to match the increased prices of foreign trade 
goods, would be a fruitless (and indeed an inflationary) exercise. 
It is essential therefore that there should be no direct link between 
money wages and any price index which adequately reflects the 
general price level, either de jure through an automatic cost-of-living 
adjustment or de facto through collective bargaining or the activities 
of arbitral authorities. This seems to be the most powerful objection 
to exchange devaluation, although it must be recognized that to the 
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extent to which the domestic prices of important foodstuffs are deter- 
mined independently of overseas prices and the exchange rate, the 
argument loses some force. Whether or not devaluation would lead 
to higher money wages depends on the extent of the influence of the 
Arbitration Commission over the level of wages actually paid and, 
given this, whether the Commission would resist pressure for higher 
money wages. If the Commission varies wages with the cost of living, 
devaluation is likely to do more harm than good. But even if the 
Commission was prepared to allow real wages to fall, money wages 
might still in fact rise to the extent to which the Commission’s influ- 
ence over the wage structure is only partial. The Commission’s influ- 
ence is likely to be greater, the tighter the labour position. Thus 
successful devaluation seems to require both some degree of internal 
tightness (more than two per cent unemployment?) and an appro- 
priate measure of sophistication on the part of arbitral tribunals. 

Tariffs. An alternative to exchange devaluation is a general rise 
in tariffs. In this discussion, it will be assumed that the type of tariff 
being considered is an across-the-board one, e.g. an x per cent primage 
duty. The arguments in favour of such a tariff as against both import 
controls and tariffs with wide ranges of rates are set out in detail 
by Corden in the Economic Record, December 1958. Such a tariff 
would be equivalent to a one-sided devaluation. The main advantages 
of such a procedure over devaluation are twofold. First, it would have 
no deleterious effects on capital inflow. Moreover, an across-the-board 
tariff could be operated flexibly without much affecting capital inflow, 
although, if frequently adjusted, it would have speculative side effects 
on imports. Secondly, it could affect the price level less than a devalua- 
tion and hence reduce the worry about a price-wage spiral. Apart 
from these two advantages, it would not redistribute income to 
farmers but rather the reverse. On the other hand, the beneficial effects 
of devaluation on the supply of exports would not be forthcoming 
from an across-the-board tariff. Indeed, export production would 
become less rather than more profitable. 

The practicability of devaluation as a long-term solution must 
depend on the extent to which money wages can be held down in the 
face of the price increases which would follow devaluation. It is 
hardly likely that a depreciation of the exchange rate to less than 
£A150 = £100 Stg. would be worth considering. This would raise the 
price of imports and exportables by the best part of 20 per cent (some 
overseas exporters might cut their prices a little, the price of some 
exportables on the home market might remain fixed). Imports and 
exportables represent about 30 per cent of domestic costs (imports 
plus exportables plus wages and salaries of trading enterprises plus 
net rents plus professional incomes). Thus, assuming that prices move 
parallel with costs, a depreciation of 20 per cent would raise the 
domestic price level by about 6 per cent, without allowing for any 
repercussions through the adjustment of money wages. This, of course, 
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does not represent the likely effect on the Consumer Price Index, where 
the relative weight of imports and exportables may differ from that 
for the whole economy. Certainly the weight of exportables in the 
Consumer Price Index is much higher than in the economy as a whole. 
If the Consumer Price Index were to rise by 6 per cent, could money 
wages be held down? It can be argued that it is not necessary that 
money wages be pegged, only that they do not rise faster than pro- 
ductivity. But if devaluation is accompanied by some internal defla- 
tion, the reduction in activity is likely to cause a short-term fall in 
productivity. The pressures for raising money wages will almost 
certainly be very strong. If wages are raised, the efficiency of devalua- 
tion as a long-term measure vanishes, although due to the lags in 
the system, some short-term benefits may be derived. 

A one-sided devaluation, through an across-the-board tariff, would 
in fact have rather similar consequences on the price level to a de- 
valuation of the same magnitude. In the short run a 20 per cent 
increase in the landed cost of imports would have much the same 
effect on the balance of payments as a 20 per cent devaluation (the 
short-run elasticity of supply of exports being very low), although 
in the long run a one-sided devaluation would have to be of greater 
magnitude than a conventional devaluation. Exportables are in mag- 
nitude about one-quarter of the value of imports, so that a 20 per 
cent increase in import prices would raise the cost and price level 
by about 5 per cent. However, since exportables bulk so large in the 
Consumer Price Index the effect on that index of a one-sided devalua- 
tion might be much less than the effect of a conventional devaluation. 

If importers charge what the traffic will bear the effect of import 
restrictions on the general price level must be rather similar to the 
effect of a one-sided devaluation aimed at reducing imports by the 
same amount, although the monopoly profit will be appropriated by 
the importers instead of the Government. However, to the extent 
that importers price on a cost-plus basis and that the more severely 
restricted imports are not represented in the Consumer Price Index, 
that index will rise the less. While it is true that any method which 
effectively produces balance of payments equilibrium must cut back 
real domestic expenditure, import restrictions would have a lesser 
effect on the Consumer Price Index than an across-the-board increase 
in the tariff, and an across-the-board increase in the tariff probably a 
lesser effect than devaluation. As far as income distribution is con- 
cerned the difference between a one-sided and a conventional devalua- 
tion has already been pointed out. The fact that prices rise least with 
import restrictions may gave the impression that the real income of 
wage-earners is not much interfered with, but this, of course, is an 
illusion. 

Over the past decade Australia has faced three balance of pay- 
ments crises. Crises by their very nature appear as short-term pheno- 
mena requiring urgent measures. At the same time throughout this 
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period there has been an underlying tendency towards over-importa- 
tion, which cannot be wholly attributed to internal inflation and the 
pace of Australian economic development. This underlying tendency 
will probably intensify im the near future. This combination of short- 
term and long-term difficulties suggests that a combination of short- 
term and long-term measures may be apposite. 

As has been pointed out above, the arguments against deflation 
as a long-term weapon are overwhelming. Devaluation, whether con- 
ventional or one-sided, seems unlikely to be successful in the Aus- 
tralian context and involves substantial shifts in the distribution of 
income which may bear little relation to the needs of the balance of 
payments. This still leaves open the possibility of direct action to 
encourage export promotion and import replacement. 

On the side of exports, the Commonwealth Government has only 
just announced tax concessions directly related to the expansion of 
overseas markets. First, payroll tax will be completely abated for 
producers whose exports rise by 8 per cent of their total production. 
For the average Australian manufacturer, expanding his export pro- 
duction by 8 per cent, this will give a subsidy of about 7 per cent on 
factory cost on his expanded exports. However, there will be no direct 
encouragement to increase exports beyond the 8 per cent, although 
the purpose of the concession may be to overcome the inertia of getting 
into the export field. Secondly, the taxation allowance of eight shillings 
in the pound of money spent on export promotion has been raised to 
sixteen shillings. These arrangements will operate for three years. 
At the same time, public works relevant to export production could 
also be expedited, for example, certain works on roads, railways and 
harbours. The Commonwealth Government has already announced its 
intention to support such public works programmes. Particular en- 
couragement could be given to those industries, like steel, which have 
an export potential. 

On the import side, industries likely to contribute to import 
replacement could be assisted by tariff or subsidy where appropriate. 
At the same time, steps could be taken to direct domestic expenditure 
from goods with a high import content to ones with a lew import 
content, by fiscal means, e.g. a higher excise on petro) with the pro- 
ceeds spent on aational roads or hospitals or schools. 

The above measures involve, to some extent, the selection of 
particular industries to encourage and particular types of expen- 
diture to discourage. They may therefore be regarded as inferior to 
measures. such as devaluation which permit this selection procedure 
to be effected by the impersonal forces of the market. The difficulty 
is that a step like devaluation would have side effects, which might 
be regarded as undesirable; and in any event there must be grave 
doubt as to whether devaluation would in fact be effective, This 
being so, the measures outlined above would at least attempt to make 
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structural adjustments which would be in the right direction as far 
as the balance of payments is concerned. 

The favourable consequences of these measures would operate 
only in the long run. Meanwhile we face a crisis in the balance of 
payments. It is possible that in the next few months imports will 
fall off sufficiently to bring our external accounts into temporary 
balance. If this does not happen, or if it happens only by way of 
considerable deflation and unemployment, action will have to be 
taken to protect our international reserves and the re-imposition of 
import licensing seems the most appropriate action. However, it is 
of the first importance that long-term action to reduce the balance 
of payments disequilibrium be vigorously undertaken and that this 
disequilibrium be, not forgotten behind the screen of import controls. 


IIT. The Level of Internal Activity 


If imports do not fall of their own accord, they will have to be 
cut back appreciably by one means or another within the next six 
months. The question then arises: should the present degree of 
restraint being exercised by monetary and fiscal policy be relaxed or 
intensified? Or, in other words, what is the prognosis for internal 
activity ? 

There are at present in the economy a number of bear 
factors. As has been pointed out above (p. 7), the current 
boom has been very much a boom in building and motor 
vehicles. Recent government action has resulted in a sharp fall in 
motor vehicle registrations; registrations for December-February 
1960-61 were 20 per cent lower than those for 1959-60. Tighter credit 
has already affected housing approvals, which were lower in November 
and December 1961 than in the previous year. However, quite apart 
from the consequences of government policy, it is difficult to believe 
that the demands for building and motor vehicles would not of them- 
selves have turned down in the near future. The current booms in 
these two fields have been of greater magnitude and have persisted 
longer than the two earlier booms of this decade (see Charts 4 and 5). 
Moreover, Hall and Hill, Economic Record, December 1960, have 
underlined that some weakness in the demand for housing is likely 
to develop in the medium term. However, while activity in the auto- 
mobile industry has already been sharply contracted, present com- 
mitments will ensure that activity in building and construction will 
be maintained at least until the second half of 1961. As far as con- 
sumers’ expenditure is concerned, the Quarterly National Income 
Statistics indicate that its rate of growth was still being maintained 
in the December quarter. 

During 1961 and several years following, the economy will have 
to absorb increments in the work force which are increasing. Over 
1959-60 the available work force increased by about 95,000; it has 
been estimated that it will increase by 105,000 over 1960-61, by 
118,000 over 1961-62, and by 123,000 over 1962-63. The impact of 
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this increasing rate of increase should not be exaggerated. Never- 
theless, it would be of some importance in a situation in which the 
labour market was weak for other reasons. 

There is also the extent to which business confidence has been 
shaken by the policy decisions of November. Anticipated capital 
expenditure by private businesses for the first half of 1960-61 was 
over 15 per cent higher than anticipated expenditure a year earlier, 
and about 25 per cent higher than actual expenditure. Also, the 
Surveys of the Department of Trade, which have been released 
recently, have been distinctly optimistic in flavour. However, expec- 
tations registered in surveys of both the Commonwealth Bureau of 
Census and Statistics and the Department of Trade were pre-Novem- 
ber and should be heavily discounted for that reason. 

In the last few weeks dismissals of labour from the motor 
vehicle industry have been highlighted. These dismissals are a 
consequence of the Government’s policy directed towarus reducing 
domestic expenditure on the motor industry, and in themselves con- 
stitute no reason for a reversal of policy. As has happened on former 
occasions, the public sector, which tends to have difficulty in recruit- 
ing labour in boom periods, will absorb some of these employees. The 
February employment figures indicate that there has been a distinct 
swing in the labour market. The excess of 9,000 vacancies over un- 
employed in November 1960 has reversed sharply to an excess of 
40,000 unemployed over vacancies in February 1961 (numbers on 
unemployment benefit rose from 11,000 to 21,000 over the same 
period). While it is true that the upswing between November and 
February in registered unemployed this year may be partly seasonal 
and partly due to the enhanced rate of increase of the work force, 
an examination of the unfilled vacancies figures suggests that these 
influences are not wholly responsible for the easing in the labour 
market. The fall in vacancies this year has been large compared with 
the usual November-February movement. It is significant that the 
only two previous occasions on which this figure has been large 
marked the end of the 1951 and 1955 booms. This is illustrated in 
the table below. 

The Quarterly National Income Statistics indicated a rise in 
non-farm stocks for the first half of 1960-61. The rise was, however, 
very little greater than that for the same period of 1959-60. During 
the past four years, real stocks have remained virtually stable, so 
some intentional build-up of stocks would not be surprising. Apart 
from the national income statistics, there is some independent evidence 
of an accumulation of stocks of imported goods. 

To some extent business confidence may be reflected in move- 
ments of share prices. Share prices fell from September onwards. 
But this seems to have been more a by-product of the fall in liquidity 
than the reflection of changes in long-term expectations. Share prices 
fell steadily from September to December, moved up in January, 
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Vacancies (’000) Unemployed (7000) 





Nov. Feb. Increase Nov. Feb. Increase 


1948-49 113°3 114-2 +0:9 12-1 17-2 + 51 





1949-50 98-2 106°5 +8°3 11:2 13°9 + 27 
1950-51 119-7 121°3 +1°6 10°5 12°3 + 18 
1951-52 107°6 79°3 —28°3 13-0 25°0 +12:0 
1952-53 21:5 21:7 +0:2 64°7 69-4 + 47 
1953-54 38°6 41:9 +3°3 28°9 34°8 + 5:9 
1954-55 65°7 64°6 —1:1 15:8 23:0 + 7:2 
1955-56 64:0 51°3 —12:7 14°8 31:2 +16°4 
1956-57 28:0 24°3 —3°7 36°1 49-4 +13°3 


1957-58 25°4 20°7 — 7 51°6 70:0 +18°4 


1958-59 27:2 23°2 —4:0 56°5 76-9 -+20°4 
1959-60 39:7 36°2 —3°5 50°7 61:0 +10°3 
1960-61 52°7 32°8 —19°9 43°3 73-1 +29°8 





but are now easing again. It is, perhaps, surprising that the decline 
in prices did not accelerate. Although share prices have shown a 
remarkable resilience, tight liquidity during the April-June quarter 
will almost certainly produce further falls. However, movements in 
share prices are only partly dependent on the current real situation, 
as is illustrated by their steady upward march from 1956-57 onwards 
in spite of ‘‘stagnant’’ economic conditions. There is, as yet, no 
reason to believe that business confidence in the long-term expansion 
of the economy has been shaken. 

According to Department of Trade Surveys there is still some 
excess capacity in a number of branches of manufacturing. This 
must not be interpreted as proof that the economy has not been 
working at capacity, since if all activities had been at full plant 
capacity there would not have been enough labour to go round. But 
the existence of some reserve capacity may inhibit real business invest- 
ment in the short run. 

Budgetary and monetary policy as at present operating will 
exert a depressing influence on expenditures and on liquidity. This 
will be particularly so for the April-June quarter, as seasonal balance 
of payments and fiscal influences come into play. Moreover, the 
continuing high rate of imports will add to market supplies. Finally, 
conditions in the rest of the world give no grounds for optimistic 
forecasts in relation to our export income. 

The principal bull factor in the picture is the effect on market 
supplies of the fall in imports, which must occur. Even this will not 
be bullish, if a great part of the increase in imports has been going 
into stocks; and it will not operate for some little time. 

Taking all these factors into account a down-turn in economic 
activity, perhaps of some magnitude, seems likely. But as yet the 
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down-turn is only slight and the economy is still working at high 
pressure. Thus it would not seem appropriate to reverse immediately 
current internal policies, since they are aimed partly at excessive 
importation, which still persists, and partly at the structure of the 
economy. However, by the beginning of 1961-62 expansionary action 
may be necessary. Expansion could be readily achieved by easing 
housing finance, although in view of the likely fall off in housing 
demand (see p. 20 above) in the medium term, it would hardly be 
wise to encourage the industry to expand to its peak size of 1960. 
In any event there will be, as usual, plenty of room for additional 
expenditure in the public sector, particularly in relation to export 
development. Indeed, a down-turn in activity will provide an oppor- 
tunity to redress the balance between the private and the public 
sectors. 

In view of the foregoing, what would be the appropriate action 
for the Commonwealth Arbitration Commission to take in the 1961 
Basic Wage Case? The need to procure a more favourable ratio 
between domestic and overseas prices might seem to suggest that 
the more money wages can be restrained the better. It is true that 
the smaller the rate of increase in money wages, the less pressure 
would have to be placed on other measures to reduce imports relatively 
to exports. But this does not prove that, having regard to all cireum- 
stances, the most desirable combination between changes in the basic 
wage and other measures is one in which the rate of change in the 
basic wage is zero. In the long run, increases in the basic wage are 
inevitable. Too great a discontinuity in the upward trend increases 
the likelihood of a large upward movement with all its disturbing 
side effects, and produces distortions in the wage structure between 
those who do and those who do not receive over-award payments. For 
these reasons, an increase in the basic wage, roughly proportional to 
the trend rate of increase in productivity, seems sensible. With a 
little tightness in the labour market developing, some of this might 
be absorbed into over-award payments. 

Finally, the question arises whether the Australian economy 
must necessarily proceed in a jerky Go-Stop-Go pattern. If there 
is an inherent tendency towards fluctuation in the economic system, 
keeping the average level of activity over time near to capacity 
must inevitably result in inflationary surges from time to time. Action 
taken to correct these will cause pauses in economic growth. It is 
difficult to see how these pauses could be absolutely avoided, without 
maintaining a continuous (and perhaps accelerating) inflationary 
pressure. It is true that there is a real political choice between more 
inflation with smaller pauses and less inflation with larger pauses. 
However, if continuous rapid growth implies continuous inflationary 
pressure (as seems likely in practice), that cannot be numbered among 
the practical alternatives. If rapid growth is desired, then some 
inflation will be inevitable. Given the degree of inflation (taking 
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good years with bad) regarded as tolerable, the object of policy should 
be to reduce necessary pauses in growth to a minimum. One important 
contribution to this is to strengthen the balance of payments, thus 
adding another, even longer-term, argument for encouraging struc- 
tural changes to this end. 


P. H. Karmen 


Umversity of Adelaide. 
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RESTRICTIVE PRACTICES AND MONOPOLIES IN 
AUSTRALIA* 


The control of restrictive practices and monopolies in Australia 
has had a distinctly dismal history. A Commonwealth Act, modelled 
on the American Sherman Act, was passed in the form of the Aus- 
tralian Industries Preservation Act (1906-50) as early as 1906. Still 
in the statute book, it remains sound law so far as it goes. But it has 
been permitted to fall into desuetude following on the failure of the 
first important prosecution and several subsequent attempts in 1913, 
1919, 1926 and 1944 to extend powers in this field by referendum. 
The shortcomings of federal activity led to some efforts of control by 
the States. In New South Wales, Victoria, Queensland and Western 
Australia price and profit control legislation has been accompanied 
in various degree by provisions on restrictive practices and mono- 
polies. But real effort has remained spasmodic; and the total effect 
on business behaviour negligible. The most recent venture was the 
Western Australian Unfair Trading and Profit Control Act (1956) 
passed by a Labour government. The first important conviction failed 
on appeal to a Justice of the Supreme Court of Western Australia. 
Subsequently, a Liberal-Country Party Coalition emasculated the 
Act and replaced it by the Trade Association Registration Act 1959 
which, innocuously enough, enacts compulsory registration of the 
constitution, regulations and penalties of trade associations but 
makes no attempt at control of practices by injunction, criminal pro- 
secution or otherwise.? 

Legislation at Commonwealth level is contemplated anew by the 
present government. Therefore it seems desirable to set down some 
assessment of the problem in terms both of the actual practices and 
the legislative possibilities. Despite the unsatisfactoriness of the 
material—which in this field so often requires judicial or quasi- 
judicial inquiry for its extraction—what is available does point in 
one direction. Australia clearly has a problem of some dimension. 
Part I of the article considers the evidence for restrictive practices ; 


*In the construction of this article I am indebted to various people; for 
discussion to Dr. W. M. Corden and Mr. F. G, Davidson of the University of 
Melbourne; for comment on constitutional points to Mr. P. Brazil and Professor 
J. E. Richardson of the Australian National University and Mr. Alex. Castles of 
the University of Adelaide; and for an introduction to the facts of trade associa- 
tion life in Australia to a number of association secretaries and officers who shall 
be nameless. The responsibility for the interpretation of all these aspects remains 
mine. 

1 Two excellent articles by D. J. Stalley provide an economist’s appraisal of 
earlier Federal and State legislation. D. J. Stalley “Federal Control of Monopoly 
in Australia” and “The Control of Monopoly—New South Wales”, December 1958 
and December 1959 respectively, The University of Queensland Law Journal. 
See also Alexander Castles, “Australian Anti-Monopoly Legislation’, American 
Journal of Competitive Law, Vol. 8, No. 1, 1959, for an analysis of the West 
Australian legislation. 
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Part II compares the concentration of Australian manufacturing 
industry with that of other countries in relation to the oligopoly- 
monopoly problem; Part III considers some legislative alternatives; 
and Part IV examines the critical constitutional position. 


I. Restrictive Practices 


Since there is not compulsory registration of restrictive agree- 
ments the only method of assessing the incidence of restrictive activity 
in Australia appears to lie in an examination of the nature and 
number of trade associations—the principal vehicle for operation of 
restrictive agreements. However, since the trade association move- 
ment undertakes a diverse range of functions, not all restrictive, this 
unit of measurement must be used with some care. 

A trade association can be defined as an organization of producers 
or distributors formed for the purpose of protecting mutual interests 
and the promotion of their branch of industry through a co-operative 
handling of certain common problems of production and distribution? 
Such a definition clearly encompasses more than restrictive practices. 
And we find that the most thorough empirical study of this rather 
poorly documented field, the PEP. report on Industrial Trade Asso- 
ciations, distinguishes three broad fields of activity: representation, 
the provision of common services, and commercial regulation. Repre- 
sentation includes initiation with, and assistance to, government de- 
partments on matters concerning tariffs, exports, industrial legis- 
lation, taxation, etc., on behalf of the particular industry; also, 
negotiation with supply departments or local and state governments 
on contracts, conditions of tender, methods of supply, etc. The repre- 
sentative function includes, in addition, the maintenance of good 
relations with the general public, customers and suppliers. Common 
services are those functions of an industry which can only be under- 
taken, or undertaken most effectively, through collective action. Such 
services may be commercial in character involving trade promotion 
for the industry and publicity; or they may be legal, secretarial and 
taxation services; or they may be intelligence services for markets 
and suppliers occasionally extending to the provision of a statistics 
and economics research section. There are also common production 
services: on standards, on the dissemination of technical information, 
the production of a trade bulletin and possibly research into design, 
materials, machine tools, packaging and handling, etc. The third field 
of activity, commercial regulation, is, of course, a euphemism for the 

2 Compare three detailed but rather differing accounts of the functions of 
the trade association: G. Roberts, “Legal Status of Trade Associations and their 
Problems”, Academy of Political Science of New York (Proceedings), January 
1926, Vol. XI, No. 4; E. A. Batchelor, “Trade Associations”, The Secretary, 
July 1949, pp. 221-7; and PEP. Industrial Trade Associations (London. 1957). 


Labour relations are excluded from this definition because this activity is now 


normally centralized in an employers’ association or some federal body of the 
trade association movement. 
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control of competition; or what has come to be known as restrictive 
practices.® 

At this point it seems useful to provide an analytical outline of 
the usual pattern of restrictive activity operated by trade associations 
in industrialized economies.* They are best separated into two groups. 
First, there are the basic practices—the desired ends of restrictive 
activity and those which alter the pattern of competitive conditions. 
Such practices are: agreements to fix prices and margins; to fix 
market shares; to deal exclusively in certain channels of trade or 
to arrange supplies on discriminatory terms only; and agreements 
or arrangements to regulate entry into a trade. Second, there is a 
sub-order of restrictions which can be classed as enforcement tech- 
niques. Their function is to ensure the security of the basic restric- 
tions mainly by rules and regulations, and other devices, imposed on 
the membership of the association. 


3 There is no evidence that restrictive practices are the most important 
activity of trade associations, let alone their raison d’étre. Were restrictive prac- 
tices to disappear tomorrow trade associations would continue in being if only to 
provide common services—secretarial, intelligence and statistics, etc. On the tech- 
nical side information and advisory services make particularly valuable contribu- 
tions to the efficient operation of the industry; moreover, many research sections, 
working on materials, methods and production engineering, have made important 
contributions to the technology of their industries. (Department of Scientific and 
Industrial Research, Research for Industry, H.M.S.O. 1959; and C. F. Carter 
and B. R. Williams, Industry and Technical Progress, London 1958, Ch. V.). And 
some authorities consider that, in the modern, industrial, semi-controlled economy 
the trade association has become an essential adjunct to the public service mainly 
because those who control and influence the economy cannot work in a vacuum. 
PEP. reports that, in British conditions, “by means of consultation and discussion 
with trade associations, government departments can keep themselves informed 
about events and about opinion in industry; they can test the attitude of various 
industries to official policies and proposals; and they can obtain information and 
advice about details and technical matters on which a government department 
must itself be ill-informed”. Again, “without them, administrators would be 
groping in the dark for an up-to-date knowledge of industry and understanding 
of its attitudes (PEP., op. cit., Ch. 3 and Conclusions). Similarly, the lobbying 
activities of trade associations—generally regarded as suspect or sinister in some 
undefined way—seem to provide a legitimate and useful service. In common with 
other pressure groups they are concerned to promote and preserve an interest— 
a normal enough function in a parliamentary political system if properly con- 
ducted. And, “overwhelmingly, persuasion and advocacy is concerned with tech- 
nical and administrative minutiae’. (S. E. Finer, “The Political Power of Private 
Capital”, Sociological Review, December 1955 and July 1956, and “The Federa- 
tion of British Industries”, Political Studies, February 1956. See also W. J. M. 
Mackenzie, “Pressure Groups: The Conceptual Framework”, Political Studies, 
October 1955). The Australian version of pressure group activities is well ex- 
pressed in Professor Miller’s useful analysis of what he terms “syndicates”. (See 
J. D. B. Miller, Australian Government and Politics (London 1958). 

4To a large extent this analysis is based on British experience. But the 
pattern in the U.S.A. is different only in emphasis—the basic practices are the 
same—and Australian habits of restriction are remarkakbly similar to British 
even to rules, regulations and the titles of associations. (See, Monopolies Com- 
mission, Collective Discrimination, Cmd. 9504, June 1955; Alex. Hunter, “The 
Monopolies Commission and Economic Welfare”, Manchester School, January 
1955, and “The Monopolies Commission and Price Fixing”, Economic Journal, 
December 1956; C. D. Edwards, Maintaining Competition, New York 1949; 
and Temporary National Economic Committee, Monograph No. 21 on Competition 
and Monopoly in American Industry, Washington 1941.) 
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Of the basic practices the price-agreement is naturally the most 
important. Not only is price the variable of the competitive situation 
which has the most direct bearing on the revenues of a firm; it is 
also that aspect of competitive life on which firms feel themselves 
most vulnerable and which therefore demands regulation. Hence the 
price-fix is a primary objective of most restrictive systems.’ It may 
be arranged on the basis of the manufacturers’ selling prices or by 
means of a collusive tendering arrangement; alternatively, it can be 
fixed at the wholesale level. In both cases it is likely that the manu- 
facturers’ association has the initiative in determining the price— 
with or without the consent of the wholesalers’ association. Precisely 
how the agreed price is arrived at varies considerably from case to 
case, depending on the structure of the industry, the mechanics of 
the trade association pricing arrangements, the bargaining power of 
particular firms, personalities, outside competition, ete. Alternatively, 
the price restriction may be operated through setting the retail price 
of the good and arranging appropriate discounts for retailers and 
wholesalers. In the setting of the retail price any one of these groups 
may be the active agent. But again it is likely that the manufacturers 
are dominant. Frequently, price fixing is associated with the well- 
known practice of resale price maintenance—collectively agreed upon 
and operated. The resale price involved is usually the retailers’ price. 
It is a practice well suited for the protection of distributive margins. 
And indeed this particular method frequently comes into existence 
through the pressures exerted by wholesalers and retailer associations 
on manufacturers to protect the interests of their distributor outlets 
by guaranteeing margins. On the other hand, the manufacturers of 
certain types of branded product especially, who have a considerable 
investment in goodwill built up by expensive national advertisement 
campaigns, also have an interest in maintaining fixed retail prices. 
Such goods are likely candidates for ‘‘loss-leader’’ tactics among re- 
tailers; and, rightly or wrongly, manufacturers often believe that 
the reputation of a product suffers from price-cutting campaigns.® 

5 The approach to the price-fixing activities of cartels or associations suggested 
here differs from the standard treatment found in theoretical texts (eg. T. 
Scitovsky, Welfare and Competition, London 1952; and J. S. Bain, Price Theory, 
New York 1952) where it is argued, on the profit-maximizing principle, that 
price restrictions are accepted in order to impose a “collective monopoly” or a 
“perfect cartel” price or some variant of it. The evidence suggests otherwise: 
the main motive of businessmen would appear to be the removal of some of the 
uncertainty of business life, to avoid the outright discomfort of price competition 
and to cultivate a “live and let live’ philosophy of private enterprise however 
inconsistent this may be with other professed principles. There is clearly a 
“security” motive, at least as strong as the profit maximization motive, at work 
here in the price determining process. And to this end participants will accept 
prices at much lower than monopoly levels. (See Hunter, “The Monopolies Com- 
mission and Price-Fixing”, op. cit.; and B. Fog, “How are Cartel Prices Deter- 
mined?”, Journal of Industrial Economics, November 1956.) 

6 For a more detailed analysis of price restrictions see Hunter, tbid., and Fog, 
ibid. The admirable reports of the Monopolies Commission (H.M.S.O., London) 
give a wealth of circumstantial case-study. In particular the report on Copper 
Semi-Manufactures (1955), on Pneumatic Tyres (1955), on Calico Printing 
(1954), on Metal Windows and Doors (1956), Electric Lamps (1951), on The 


Supply of Building in Central London (1954) and Dental Goods (1950). See also 
B. Yamey, The Economics of Resale Price Maintenance (London 1954). 
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The next practice in order of importance is probably exclusive 
dealing. This may be in the form of exclusive selling: agreement to 
sell only through members of a particular wholesaler or retailer asso- 
ciation. Or it may take the form of exclusive buying: agreement to 
buy only from a particular group of manufacturers. Or again the 
exclusive buying and selling may be a reciprocal arrangement between 
associations. The character of this type of restriction is plain. Retailers 
and wholesalers who are parties benefit by channelling a large part 
of the available trade away from non-members of the association. 
Similarly, manufacturers in the arrangement prevent outsiders from 
obtaining access to the main trade outlets. Thus at any stage of pro- 
duction and distribution the intensity of competition may be reduced 
effectively by excluding non-members from the normal trade chan- 
nels—most frequently new firms—and hence inhibiting free entry. 
Naturally, membership can be secured only by undertaking observ- 
ance of the restrictive rules of the association. 

Other basic restrictions include market-sharing or quotas. The 
former can still be found in significant numbers—to allocate terri- 
tories on a State basis, for example. But production quotas are mainly 
a phenomenon of depression years now noticeable for their absence. 
Agreements may be made as to discriminatory trade terms: that is, 
as to the rates of discount paid to the various classes of buyer. In 
some cases this is merely an extension of the price-fix to decide what 
discounts shall be paid to wholesalers, trade buyers and the general 
public. However, discounts may discriminate in favour of a particular 
group by means of ‘‘association’’ discounts or rebates payable only 
to members; or the special discounts may be ‘‘aggregated’’ or 
‘‘deferred’’ rebates payable retrospectively for loyal trading with 
a particular group. Hence discriminatory trade terms often reinforce 
exclusive dealing arrangements by providing appropriate penalties 
and incentives. Finally there may be actual regulation of entry into 
an industry, for example, by restricting the membership of the 
association on grounds of insufficiency of experience, technical quali- 
fications, working capital or existing turnover. More direct action 
may involve an association in cornering certain strategic raw materials 
of the trade or buying out the firm which supplies them; or arranging 
with importers to supply only member firms. And, on occasion, asso- 
ciations have formed ‘‘fighting companies’’ or put out ‘‘fighting 
brands’’ to undercut the position of important independents. 

Among enforcement techniques—as distinct from the basic re- 
strictions—the mildest, and most frequent, involves the secretary or 
inspector of the association in persuasive visits to price-cutting mem- 
bers and non-members, to ‘‘unauthorized’’ wholesalers, ete. On the 
other hand, the price committee of the association may take a 
stronger line with persistent offenders: association rebates may be 
suspended or fines imposed. Occasionally discipline may be extended 
to the point where, for serious offences against the association’s 
commercial code, members are expelled—which could mean a serious 
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financial loss. However, severe internal discipline is probably the 
exception. A too-frequent operation of penalties can help to defeat 
one of the main objects of the trade association arrangements—agree- 
ment and if possible unanimity on the objectives of restriction. And 
too much regimentation can raise up numerous independent com- 
petitors. In any case a more effective weapon of enforcement is avail- 
able—the collective boycott, that is, agreement to withhold supplies 
of goods from defaulting members, from price-cutters, from un- 
authorized suppliers or wholesalers, ete. Administration of the boycott 
is normally by means of a telephone call or letter to the manufacturer 
or wholesaler whose co-operation is required. Or it may be a com- 
plaint via the association’s price committee which makes a more 
formal representation to cut off supplies. Some well-organized asso- 
ciations have elaborate arrangements for the periodical issue of ‘‘ black- 
lists’’ or ‘‘stop-lists’’ to stop supplies; or ‘‘white-lists’’ for those 
firms which are approved for the purposes of the agreement. The 
collective boycott is by far the most effective single technique of 
enforcement, but not because it is used frequently. Knowledge of 
the existence of such a technique’ is more often than not a sufficient 
deterrent to price-cutters and evaders of exclusive dealing privileges. 

No comprehensive figures of trade associations are collected for 
Australia as a whole. For a time the Commonwealth Statistician did 
collect figures for trade associations designated as Employers’ Asso- 
ciations. There were 480 in 1923 and 514 in 1939.8 But employer 
associations are not necessarily coterminous with trade associations 
in the sense used here. Further, since 1945 there appears to have been 
a transfer of employer association activities to such centralized 
bodies as Employers’ Federations. Altogether, the 1923-39 figures 
are not of great value. On the other hand we do have some evidence 
on restrictive associations in two States: Western Australia and 
Victoria. 

In Western Australia an Honorary Royal Commission appointed 
in February 1957 was instructed to inquire into, and report upon, 
the extent to which restrictive trade practices operated in that State; 
and to suggest whether, and what kind of, legislation should be passed 
to control this activity. The Commission ascertained the existence of 
at least 111 trade associations (some affiliates of similar organizations 
in other States) ‘‘connected with trade and commerce’’. About one- 
third were manufacturers’ associations; the remainder were dis- 
tributor associations or connected with local service trades.® Not all 
were examined in detail. But the rules of 29 associations were tendered 
in evidence or secured by requisition. And the Commission appeared 
to be satisfied that in the majority of the 111 cases there existed a 
standard pattern of restrictive regulation. Three classes of restrictive 


7“The power to coerce is even more significant than acts of coercion”, 
observes C. D. Edwards (op. cit., p. 128) of U.S. conditions. 

8 Commonwealth Year Books 1923 and 1940. 

® Western Australia: Report of Honorary Royal Commission on Restrictive 
Trade Practices and Legislation, 1958. The associations are listed by name, p. 8 
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practice were distinguished in the report: (a) the channelling of 
distribution through members of associations (i.e. exclusive dealing) ; 
(b) collective agreements on price-fixing together with their enforce- 
ment; (c) agreements on collusive or ‘‘level’’ tendering.° The 
nature and extent of the restrictive activity discovered was serious 
enough to cause the Commission to recommend, unanimously, the 
compulsory registration of any trade association formed ‘‘to further 
the trade interests of its members’’; and the compulsory publication 
of the constitutions, rules and penalties of such associations together 
with the details of arrangements on price-fixing or exclusive dealing 
among members. Such publicity, it was hoped, would diminish the 
effectiveness of restrictive agreements and possibly halt their exten- 
sion. For the practice of collusive tendering a more radical solution 
was recommended. Evidence given by the Comptroller of Stores, 
W.A. Government Railways, and others appeared to show that the 
system of competitive tendering is particularly vulnerable to restric- 
tive arrangements. (The Comptroller listed 46 items—ranging from 
railway sleepers, metals, wire, tools, cement through car parts, tyres 
and tubes, petroleum products, radio parts and electrical fittings to 
masonite and toilet paper—for which, he said, identical prices were 
always tendered.) At any rate, outright prohibition of collusive ten- 
dering—with substantial penalties attached—was recommended by 
the Commission. The likely effectiveness of the registration arrange- 
ments was evidently debated within the Commission. A majority of 
three considered them sufficient to replace the then current Unfair 
Trading and Profit Control Act 1956 (which employed a Commissioner 
and staff to investigate directly alleged cases of restrictive practices 
and moponolies). The minority of two, on the other hand, wished to 
retain this earlier and contentious Act to provide a more positive 
deterrent in addition to registration. Apart from the legislative issue, 
the point of substance which emerges from this report is that a State 
which can scarcely be described as a main centre of Australian 
industry possesses a remarkable number of associations acting restric- 
tively. 

For Victoria the evidence is complicated by the fact that almost 
all associations are affiliated to one or more of six senior employer 
organizations which also centralize in a common secretariat many of 
the functions of the trade association'!—taxation and legal services, 
economic research, representation, etc. It appears that there are 239 
trade associations or commercial sections of senior organizations 
which it is possible to name in Victoria. Of these, 120 are chambers 
of commerce, members of the Federation of Victorian Chambers of 


10 [bid., pp. 12-13. Other practices were noted—e.g. restricted entry—but were 
not stressed in this broad classification adopted by the Commission. 

11 Much of the knowledge of Victorian trade associations is based on a 
B.Comm. thesis of the University of Melbourne: R. D. Freeman, The Origins, 
Objects, Functions and Economic Impact of Employers’ ‘Associations in Victoria 
1840-1958; and is supplemented by personal inquiry into some of the more notable 
of their restrictive activities by the present writer. 
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Commerce, which have geographical rather than strictly industrial 
or trade interests. Thus, although there is reason to believe that the 
meetings of local chambers are apt to be the occasion for communica- 
tion on restrictive agreements initiated elsewhere, since they are not 
formed expressly or mainly to operate commercial regulatory acti- 
vities they are best left out of our account. There remain 119 known 
trade associations for Victoria. There should be added the federal 
associations based on, or having branches in, Melbourne. For example, 
the manufacturing sections of the tobacco industry, pharmaceuticals, 
tyres, automotive parts, petroleum products, rope and twine, chocolate 
and confectionery, papers, and many hardware products, would pro- 
vide additional organizations. 

Only the most approximate conclusions may be drawn from the 
West Australian and Victorian figures. Neither of them is based on 
exhaustive inquiries. But since this is likely to make for under- 
statement, and since there is nothing to suggest that these States 
are unrepresentative of Australian conditions, it would appear that 
the various States between them may support about 600 trade asso- 
ciations. What proportion of them actually operate restrictive prac- 
tices? From his Victorian inquiry Freeman suggests 58 per cent; 
British experience suggests well over two-thirds.12 However conser- 
vatively the position is stated, it is clear that Australia is well, even 
handsomely, endowed with trade associations and restrictive prac- 
tices. 

Restrictive practices in Australia follow a pattern remarkably 
similar to that found in the United Kingdom.® But two differences 
of emphasis are worth mentioning. Colluswe tendering appears to 
be much more common than in the United Kingdom. The volume of 
complaint from municipal and State government departments is con- 
sistently high; and it is significant that the Western Australian 
Royal Commission was prepared to recommend total prohibition of 
this particular practice. Also, it seems certain that the practice of 
tied contracts, or ‘‘full line foreing’’, is more prevalent in Australia. 
This is to be expected given the high degree of concentration of 
industry. Tied contracts occur where one firm, or a small group of 
large firms, controlling a predominant proportion of the supply of 
a good, a material or a semi-manufacture makes it a condition of 
sale that customers may not make purchases of this kind from any 
other source. The tied contract, being unilaterally imposed, is not, 
strictly speaking, a restrictive agreement. Nevertheless, for the supply- 
ing industry itself tied contracts engross all existing channels of 
trade, inhibit any attempt to establish new firms or new methods, 


12 Monopolies Commission, Collective Discrimination, pp. 8-9, which shows 
a proportion of 57 per cent excluding price-fixes. If these are added two-thirds 
makes a safe estimate of the position. 

13 See the references mentioned above footnote 5, and the Appendix A. This 
is not surprising in view of how much of Australian industry had its genesis in 
British industries (radio and electrical goods, paint, hardware, footwear, tyres, 
chocolate, pharmaceuticals, etc.). 
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and perpetuate the high degree of concentration and absence of com- 
petition. Second, the situation may be exploited by the trade asso- 
ciation of the distributors confronted by the tied contract. Forced 
into the position of buying exclusively from one source, the trade 
association is naturally encouraged to negotiate an exclusive selling 
arrangement in favour of its own members. Thus, the restriction is 
extended to the distributive side of the industry; strong pressure 
is exerted to make all distributors join the association and become 
party to whatever restrictive arrangements are practised. Altogether, 
the distributive section of the monopolized industry is liable, instead 
of maintaining an independent and reasonably competitive life of 
its own, to become the creature of the manufacturing side, having 
its margins determined, its methods and its number of outlets pre- 
scribed by the dominant supplying firms. An excellent case can be 
made for outright prohibition of the tied contract in a competitive 
economy.!4 


II. Monopoly and Oligopoly in Australia 


It is generally conceded that manufacturing industry in Aus- 
tralia shows a greater incidence of monopoly and oligopoly than 
most countries. No particular measure of this ‘‘degree of monopoly’’ 
is produced in evidence ; and indeed it is not a phenomenon amenable 
to precision of thought, let alone measurement. However, it is pos- 
sible to gain some relative measure of the extent of monopoly and 
oligopoly by comparing the concentration ratios of manufacturing 
industry with those of other countries. There are no studies of con- 
centration in Australia, but the table below goes some way in 
this direction by arraying certain selected industries in order of 
their concentration ratios and comparing them with the appropriate 
census industries in the U.S.A. and the U.K. 

In both the U.S.A. and U.K. analyses the company or business 
unit whose share of the market is being measured comprises either 
a single firm or a parent company together with those subsidiaries 
where ownership or voting control is greater than 50 per cent; this 
legalistic and somewhat conservative definition is followed for the 
Australian figures. The measurement of market shares should also 
be on a similar basis, but this is less easy. For the U.S.A. gross output 
(value of shipments) is the measure; and for the U.K. net output 
and employment are both used. All three have their defects and 
advantages. In practice, the main problem is in any case one of 
availability. Thus the Australian figures are derived using all three 
Measures and in one or two cases physical units and manufacturing 
capacity are employed. Fortunately, a fairly high degree of correla- 
tion has been found between the main measures.!® Finally, there is 


14 As in the U.S.A.’s Clayton Ace; also see below p. 42. 

15G. Rosenbluth, “Measures of Concentration”, in National Bureau of 
Economic Research, Business Concentration and Price Policy (Princeton 1955) 
and Concentration in Canadian Manufacturing Industry (Princeton 1957). Other 
significant studies include M.A. Adelman, “The Measurement of Industrial Con- 
centration”, Review of Economics and Statistics, November 1951; and R. Evely 
pm 5. M. D. Little, Concentration in British Industry (Cambridge 1959). 
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the definition of the industry itself. Ideally, a concentration ratio 
should refer to groups of products which are close substitutes of one 
another. In practice, census industries are derived from manufac. 
turing data. Certainly this can mean that the commodities concerned 
are destined for the same market, but it can mean also that products 
which are weakly related in the demand sense are lumped together 
in an industry on account of technical similarities of process or 
material, or common facilities. Further, census authorities allocate 
firms to an industry according to the products or groups of products 
which are ‘‘primary’’ to the firm’s establishments. Multi-product 
firms offer problems here; and it is probable that the boundaries of 
most census industries encompass not only ‘‘primaries’’ but also 
a fringe of subordinate products with no strong relationship to the 
majority. These difficulties of definition pose a problem for inter- 
national comparisons. However, census authorities do employ broadly 
similar approaches. And since our table is confined to industries 
where definition is likely to be free from ambiguity, the comparisons 
remain reasonably significant.!¢ 

In the table set out for comparisons the procedure of selection 
is fairly random: only those industries are chosen which are clearly 
comparable as between the three census definitions, and which can 
also yield concentration ratios for the Australian component. In the 
event, the approach appears to give a reasonably representative 
coverage for the processing of primary materials (zine. iron and 
steel, cement, paper, petroleum, etc.); for the production of semi- 
manufactures and components for industry (steel sheet, cotton spin- 
ning, radio valves, bearings, asbestos cement products) ; and a slightly 
less satisfactory cover for consumer goods (cigarettes and tobacco, 
matches, motor cars, carpets, ete.). On the other hand, owing to the 
industry classification problem and the difficulty of securing accept- 
able estimates of market shares where larger numbers of firms are 
involved, medium-concentration industries are scarcely represented 
(e.g. pharmaceutical products, bottled soft drinks, woollen and 
worsted weaving, biscuits, ice-cream, book publishing, etc.). And, of 
course, low-concentration industries do not appear at all (e.g. ferrous 
castings, footwear, furniture, jobbing engineering, motor vehicle 
repairing, timber, etc.). Only a highly organized official effort can 
hope to secure good statistical material for this group. Thus the pro- 


16 There are fundamental conceptual problems here also. Concentration ratios 
equate fewness in the market with monopoly power in a simple arithmetical man- 
ner. But they entirely fail to reflect competition from other industries. Put 
another way, no matter how fine the dissection of census data, there is no way 
to arrange definitions which equalize the elasticity of substitution between the 
products of the different industries. (Ball and roller bearings or industrial gases 
have few substitutes; on the other hand steel sheet competes with asbestos products 
and glass bottles with tin containers.) Also, concentration data are on a national 
basis; but high transport costs can increase the incidence of local monopolies. 
Contrariwise, if imports are important or countervailing power has developed in 


an industry, the concentration ratio overstates. (See R. Evely and I. M. D. Little, 


op. cit., Part I.) Hence, an ideal index is conceptually impossible; but a high ratio 
remains good prima facie evidence of monopoly power. 
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Concentration in Australia: Comparison of selected industries 
and sub-industries 











U.S.A. 1947 AUSTRALIA 1949-50 U.K. 1950 
INDUSTRY Largest 4 Largest 3 
% Value of Largest 4 Largest3 |% Employ-| % Net 
Shipments ment Output 
Refined Zinc .. 53 100 (400) | 100 (300) 68 82 
Pig Iron 67 100 (400) | 100 (300) 45 47 
Ball and Roller 
Bearings on 61 100 (400) | 100 (300) 75 70 
Linoleum 80 100 (400) | 100 (300) 75 76 
Industrial Gases 83 100 (400) | 100 (300) | N.A. | N.A. 
Sheet Glass... 88 100 (400) | 100 (300) 46 51 
Writing Papers N.A. 100 (400) | 100 (300) 83 80 
Steel Making and 
Rolling - 45 100 (200) | 100 (150) 24 25 
Steel Sheet si N.A. 100 (200) | 100 (150) 59 65 
Sugar Refining. . 70 100 (200) | 100 (150) N.A. N.A. 
Matches. . 83 100 (133) | 100 85 86 
Alkalis & Chlorine 70 100 (133) | 100 N.A. N.A. 
Electric Lamps. . 92 100 (133) | 100 55 56 
Radio Valves and 
iV Tobe... 73 100 (133) | 100 85 82 
Glass Containers 63 100 (133) | 100 47 45 
Plastic Materials 44 100 95 53 51 
Tyres and Tubes 77 100 (90+) 75 713 
Carpets .. 52 100 (75+) 28 26 
Floor and Wall 
Tiles .. 51 100 (80+) 32 37 
Paper and Paper 
Board 16 97 93 21 19 
Asbestos and .. ‘ 
Cement Products 57 95 93 92 92 
Petroleum Refin- 
ing .. ne 37 93 77 84 35 
Cigarettes and 
Tobacco a 90 (94+-) (90+) 70 74 
Cotton Spinning N.A. 84 74 27 25 
Tin Containers. . 78 (75+) (70+) 60 61 
Cars and Taxis. . N.A. 69 54 69 80 
Paint & Varnish 27 68 59 19 20 
Newspapers .. 21 64 55 30 32 
Cement .. oe 30 56 46 87 89 




















Notes on Table 


1. Concentration ratios are estimated according to the usual conventions: the 
percentage share of the total output of a defined census ‘industry” held by the 
four largest firms or business units (U.S.A.); or by the three largest (U.K.). 
Figures in brackets with a plus sign indicate a conservative estimate based on 
incomplete data. 

2. Sources: U.S.A. figures are taken from the Department of Commerce study 
provided for the House of Representatives (81st ‘e's Ist Session serial No. 
14, Part 28). U.K. figures are from R. Evely and I. M. D. Little, Concentration 
in British Industry (Cambridge U.P. 1959). Australian en were extracted from 
Division of Industrial Development, Department of National Development, 
Structure and Capacity of Australian Manufacturing Industry, 1952 (S.C.A.M.1.) ; 
and, also from the same Department, Brief Surveys of the cement industry, the 
paper industry, etc. In some cases estimates and/or confirmation were obtained 
from B.Com (Hons.) and M.Com. theses of the University of Melbourne. 

3. Only industries comparable as between the U.S.A. Census of Manufactures 
and the British Census of Production were selected for the table. The further 
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qualification required was that each had a clear counterpart, on a trade or product 
basis, in Australian sources. This procedure, although necessary, excluded many 
interesting comparisons which may have been only slightly inaccurate, such as 
general chemicals, electrical machinery, wire manufacture, motor vehicles and 
spares, etc. 

4. Australian figures are based, mostly, on gross output or net output values; 
but in some cases capacity is the basis of measurement (cement and petroleum) ; 
or employment (paper and paperboard); or physical units (cars and taxis). In 
addition, the petroleum figures were taken for 1956 when domestic refinery capacity 
was mainly completed. Cars and taxis are 1951 new registrations and include 
imports as well as manufacture and assembly (all three were highly integrated 
in each large firm at this date). Newspaper figures are for capital city morning 
and evening daily circulations. 

5. The extent of monopolistic or oligopolistic domination of an industry is 
frequently concealed for Australian data by the inclusion of one or two very small 
firms. For example, steel-making is effectively monopolized by one firm, so also 
sugar-refining, glass and glass containers. Matches, tobacco and cigarettes, radio 
valves, alkalis and chlorine are probably subject to price-leadership by a dominant 
firm. 


cedure of selection extracts mainly high-concentration industries and 
to this extent the table shows bias. But, since the selected British and 
American industries are also high-concentration industries in their 
respective economies (though in a different order of concentration)" 
this factor does not affect the validity of the comparative technique. 
It is, in any case, precisely this high concentration group of industries 
which are relevant for a discussion of oligopolistic and monopolistic 
structures. 

The U.S.A. index in the table shows that Australian in- 
dustry has a higher concentration ratio for all of the listed industries 
except, possibly, tin containers. Compared with the U.K. index the 
Australian concentration is also higher for all industries except 
cement, cars and petroleum refining. However, neither of these two 
indices is well adjusted for the measurement of Australian conditions. 
They are intended to measure concentration in economies where very 
few markets are shared between less than three or four firms. In 
Australia, on the other hand, a significant number are in this category; 
fifteen of the listed industries are shared between three or less firms. 
Consequently, the indices considerably understate the degree of 
concentration in the industries in the upper half of the table. To 
increase the value of the comparison, where an Australian industry 
has only three or less firms on the U.S.A. index, and only two or less 
firms on the U.K. index, the Australian reading has been inflated 
pro rata.* The corrected readings are placed in brackets alongside 
the originals for the first fifteen industries of the table. 


17 See the references with table. 

18 For the U.S.A. index the highest possible reading for four firms is 100 per 
cent of the market. Therefore where one firm occupies the whole market the index is 
inflated to read 400 per cent; where two firms have the whole market 200 per cent; 
and for three firms, 133 per cent. On the U.K. index the highest possible reading 
for three firms is 100 per cent; then one firm occupying the whole market has a 
reading of 300 per cent; and two firms have 150 per cent. Given an industrial 
structure with frequent readings of this high order a more satisfactory method 
is to state the concentration ratio inversely. That is, arrange it in the form of the 
number of firms which occupy a given share, say 80 per cent, of the industry's 


market. Rosenbluth (op. cit.) adopts this method for Canadian manufacturing 
industry. 
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Finally, what degree of significance can be given to the com- 
parisons set out in the table? Taking the (corrected) figures at their 
face value it would appear that concentration is, in the oligopolised 
and monopolised industries in which we are primarily interested, on 
average twice as great as in U.K., and three times greater than in 
the U.S.A. But 29 industries is not a large sample; the census defini- 
tions are probably not strictly comparable; and the concentration 
index itself is only a rough, first-approximation measure of the degree 
of monopoly in its application to particular industrial situations or 
economies. Therefore, the most precise we can be is to state that con- 
centration of industry in Australia has gone further than in most 
countries; and, perhaps more significant, very much further than in 
certain countries which have found it desirable to institute legislative 
control of big business.!® 


IIT. Legislative Control’ 


Two well-developed systems of legislative control are available, 
either of which could fit into the Common Law system of this country: 
the anti-monopoly codes of the U.S.A. and Britain. They exhibit 
contrasting techniques and methods of approach. For a number of 
reasons, it seems that the U.S. code would not be well-suited to Aus- 
tralian economic conditions. 

The U.S. anti-trust laws have undoubtedly had considerable 
success.2° However, the present degree of effectiveness was obtained 
only after a long evolution of case-law and despite features which, 
if anti-monopoly legislation is considered purely as a social device to 
control certain categories of business behaviour, would be regarded 
as gross defects in most countries. The fundamental defect is that 
the anti-trust laws are too doctrinaire and too sweeping in their 
approach, in view of the complicated issues the code is expected to 
control. Their general aim?! is the preservation of free competition, 


19 Concentration is almost certainly greater in Australia than in Canada, a 
country with many similar characteristics of size, maturity, geography, etc. (See 
the data provided by Rosenbluth, of. cit.). But the different classifications and 
presentation make direct comparison difficult. 

20See D. Dewey, Monopoly in Economics and Law (Chicago 1959); C. 
Kaysen and D. F. Turner, Anti-Trust Laws in America (New York 1960); and 
C. D. Edwards, op. cit. There is some academic criticism of the methods and 
particularly the selectivity of the anti-trust laws; notably from J. K. Galbraith, 
American Capitalism (Cambridge, Mass., 1952), and J. A. Schumpeter, Capitalism, 
Socialism and Democracy (London, 1947). But there is little doubt that the 
ordinary business man finds them effective; and they are held in considerable 
respect by the American public. (See e.g. the Final Report (Industrial Engineer- 
ing) of the Anglo-American Council on Productivity.) 

21 The Sherman Act (1890) contains its substantive provisions in two brief 
sections prohibiting outright “every contract, combination . . . or conspiracy 
in restraint of trade” and “any attempt to monopolise or combine and conspire 
with other persons to monopolise . . .”. The Clayton Act (1914) specifies actual 
practices, among them exclusive dealing, tied contracts, interlocking directorates, 
and acquisition of competitors’ shares, where these tend to reduce competition. 
Together these two acts provide drastic provision in principle. The Federal Trade 
Commission Act is more discretionary in approach to the problems of “unfair” 
methods of competition; but on account of various judicial obstacles it has never 
had the standing or effectiveness of the anti-trust laws. 
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not merely as a means to attaining desirable economic efficiency, but 
as an end in itself regardless of whether a particular monopolistic 
position or a particular piece of collusion is of some advantage to 
the consuming public. To put the matter rather baldly, the ideology 
of anti-trust regards monopoly as a symbol of irresponsible power, 
is hostile to ‘‘bigness’’ in corporate life and remains attached to the 
Jeffersonian ideal of the small independent business man and the 
agrarian entrepreneur. The facts of economic life, interpreted 
through the medium of the judiciary, have softened the harsher 
extremes of the doctrine. But, broadly, the original dogma remains 
entrenched in case-law. Two features reflect this. First, the courts 
have evolved a body of per se offences—practices held illegal without 
examination of their economic effect or any other justification. These 
include price-fixing, exclusive dealing, market-sharing and a number 
of tied contract arrangements. And more recently there has been a 
fairly consistent attack on ‘‘bigness’: an increasing tendency for 
the courts to interpret as a significant test of monopoly power the 
share of the market held by a single firm, or small group of large 
firms, regardless of whether acquired by merger or growth. This 
factor now plays a significant part in the calculations of large firms.” 
Some subsidiary defects result from the ideological basis of the anti- 
trust laws. Criminal law is normally employed (although it is open 
to interested parties and the Department of Justice to use civil law 
suits where desired). However acceptable and well-established resort 
to criminal law may be in the U.S.A., it is doubtful whether the same 
device would be appropriate in all societies. With business restrictions 
the law is not normally dealing with fraud, misrepresentation, dis- 
honesty, etc., in the usual sense of these terms. And it must be remem- 
bered that most restrictive practices grew up in periods of depression, 
or on account of war-time controls, when price stabilization, quotas, 
allocation of margins and the like were desirable objectives and could 
expect governmental approval. Likewise, monopolistic positions are 
frequently the result of tariff protection or general economic pressure 
towards mergers, to say nothing of good luck. To use the odium of 
the criminal law here is less than just. More to the point, it is not 
necessary. The second subsidiary defect arises from the employment 
of the ordinary courts of law to administer and enforce criminal 
offences under the anti-trust acts. A consequence is that the majority 
of the cases appearing in the courts are not decided before tribunals 
with any specialist experience in this field: they rely mainly on pre- 
cedent and summary interpretation. For those cases which are critical 
the whole system then becomes cumbrous and expensive—with litiga- 
tion in district, appeal and supreme federal courts. 


22 See E. S. Mason, Readings in the Social Control of Industry (American 
Economic Association, 1947); and Dewey, op. cit. As Dewey points out, the 
Supreme Court, with scrupulous regard for property rights, has hesitated to go 
as far as actual dissolution and divestiture of assets except in a few well-known 
cases, but the power is there. 
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The U.S.A. code, however effective within its own social and 
economic context, is something of a blunt instrument. It is not likely 
that all economies can accept the dogma that no restrictive practice 
and no monopolistic position can offer any substantial advantage to 
the public interest. For example, if the statutory prohibitions of the 
Sherman Act operated in Australia, the steel industry, paper, glass, 
sugar, tobacco, electrical goods and others, would all automatically 
become subject to a ‘‘share of the market’’ doctrine and possibly be 
threatened with dissolution and divestiture of assets. But in any 
small or medium-sized economy employing the most advanced avail- 
able technologies it is inevitable that output will be concentrated in 
a few firms. This is not to say that any system of control is ruled out 
from the start. But clearly a more selective instrument than the 
U.S.A. code is desirable. The U.S.A. is probably the only country 
which possesses both the appropriate social and political attitudes to 
monopoly and competition and a market sufficiently large to make 
the techniques of ‘‘Shermanism’’ viable. What is all too frequently 
regarded as the archetype of anti-monopoly legislative control is 
in fact unique and not especially suitable for general use. 

If we turn to examine the principal elements of the British legis- 
lation we find, in contrast, not a dogmatic but a pragmatic approach 
to the problem: a technique adjusted to secure the benefits of both 
competition and monopoly. 

Consider the restrictive practices section of the British code. 
Note first that it was preceded by a long period of factual investiga- 
tion into the nature and the consequences of restrictive practices and 
monopolies. Therefore its form was constructed from experience and 
did not spring full-formed from the text-book of the economist or 
the intuition of the politician. The Monopolies and Restrictive Prac- 
tices (Inquiry and Control) Act 1948 set up the Monopolies Com- 
mission, a quasi-judicial body with members taken from business, 
accounting, economics and the law, specifically charged with the task 
of inquiry into ‘‘referred’’ industries. Between 1948 and 1956 the 
Commission completed reports on sixteen industries. These industrial 
inquiries were expected to yield and did yield authoritative analyses 
on particular practices and types of situation. In addition the Com- 
mission could be asked to report ‘‘on the general effect on the public 
interest of practices of a specified class’’. And the first of such 
general reports, the well-known analysis of Collective Discrimination, 
was in effect a major survey of restrictive practices in British industry. 
Confronted with the evidence and reasoning presented in this report 
the government could not avoid bringing legislation into existence 
to remedy what was manifestly a fundamental need.2* Second, in the 

28 See A. Hunter, “The Progress of Monopoly Legislation”, Scottish Journal 
of Political Economy, Vol. II, pp. 198-227, for details of this development; also 


J. Jewkes, “British Monopoly Policy 1944-56”, Journal of Law and Economics; 
October 1958, 
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drafting of the Act, criminal law was avoided. Instead, there was 
evolved a unique legal mechanism for judicial review of restrictive 
practices, through the use of civil law.24 


(a) Registration. All agreements or arrangements, formal or 
informal, verbal or understood, under which ‘‘restrictions are ae- 
cepted’’ in fixing prices, terms, channels of trade, quantities, etc., 
must be registered with a government agent, the Registrar of Restrie- 
tive Trading Practices, and placed on a public register. There is a 
statutory obligation on all parties to agreements to accomplish regis- 
tration, and there are appropriate criminal penalties for evasion. 
Thus the device of registration neatly, cheaply and relatively pain- 
lessly brings into the legislative net most cases of restrictive practice. 
In addition, it provides a salutary element of publicity for restrictions. 


(b) The Restrictive Practices Court. The Registrar has the 
further task of selecting agreements and initiating proceedings before 
this special court; it is part of his duty to present all relevant evi- 
dence, adverse or favourable, to assist the Court in establishing the 
public interest. The Restrictive Practices Court is of equal standing 
with the High Court in London, and is normally composed of one 
High Court Judge and two lay assessors appointed ‘‘by virtue of 
their knowledge of or experience in industry, commerce or public 
affairs’’. 


(c) Judicial review. The function of the Court is judicial review. 
The Act instructs that all agreements appearing before it (i.e. 
registrable) shall be deemed to operate against the public interest 
unless the Court can be satisfied that the agreement performs one 
or more of the following narrowly-defined functions: prevents unem- 
ployment of a local character, increases export earnings of the in- 
dustry concerned, is required for bargaining purposes with a monop- 
sonistic buyer, is required to counteract the monopolistic or restric- 
tive practices of other groups in the industry, is necessary to protect 
the public against physical injury, or confers ‘‘a specific and sub- 
stantial benefit or advantage’’ on the public. Even if one of these 
‘‘escape routes’’ is pleaded successfully it is still open to the Court 
to rule that the advantages are insufficient to overcome any detriment 
which may accompany the operation of the agreement. 


(d) Voidance. If on the facts as presented the Court is not 
satisfied that an agreement is in the public interest, that agreement 
is automatically voided and may not be continued in operation. If 
necessary a Court order is issued to this effect. And any attempt at 
evasion attracts penalties of a criminal character (for contempt of 


24 See A. Hunter, “Competition and the Law”, Manchester School, January 
1959, and S. R. Dennison, “The Restrictive Trade Practices Act”, Journal of Law 
and Economics, October 1959, for more detailed analysis of the structure of this Act. 
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court) to the extent, if necessary, of imprisonment of responsible 
officers of companies and associations.”® 

If the careful pragmatic approach is desired the British legis- 
lation on restrictive practices is suitable at many points. It provides 
for review, not total prohibition, and therefore admits the possibility 
that particular circumstances can render a restrictive agreement 
economically and socially desirable. As a corollary, the judicial tri- 
bunal is of a specialist composition; it can be expected to acquire 
great expertise in the course of time. A specialist court is a most 
desirable feature: the judgment of the complex causes and likely 
results of restrictive agreements is a field which, it is generally ad- 
mitted, is somewhat beyond the natural boundary of judicial func- 
tions. Hence the composition of the Court resembles an administrative 
rather than a judicial tribunal, although the forms, status and dignity 
of a senior court of record are retained. A characteristic of adminis- 
trative tribunals is that they make law as well as adjudicate on the 
law. This discretionary function is provided for, and protected, in 
the provision that the Restrictive Practices Court is the sole judge 
on matters of fact as distinct from matters of law. That is, no appeal 
to a higher court on the interpretation to be placed on the causes, 
motives and likely results surrounding a restrictive agreement is 
permitted. In sum, the Act is closely adapted to the specialist require- 
ments of the problem and is therefore most acceptable to economists. 
But possibly the most attractive feature of all is the balance struck 
by the presumptive element in the Act. Section 21, which deems all 
registrable agreements to operate against the public interest, places 
the onus on defendants to prove the contrary, and then only via 
narrowly defined ‘‘escape routes’’. Thus, there is a presumption in 
favour of competition as a means to economic efficiency. Equally, 
there is a presumption against restrictive arrangements which seek 
to evade this rule of public policy. Thus, the onus of proof is placed 
squarely where the economist would want to see it placed—on those 

25 Allowing for the lag in preparation of cases, the active period in judicial 
review has been 1959-60, during which the Court examined about twenty-five 
cases and delivered judgment. Not a large number; but each of these carefully 
selected cases is an important precedent affecting, in part at least, anything up to 
one hundred others. So far, only one full agreement and part of another have 
succeeded in satisfying the Court. The significance of the Court’s interpretation 
has not gone unnoticed as the following figures issued by the Registrar’s office 
demonstrate. Nearly one-half of all known agreements have now been abandoned 
or voided. However, of those remaining a larger proportion are likely to prove 
defensible—the Registrar’s Office can be expected to select “winning” cases for 


the first series—and a survival rate of better than one-in-twenty can be expected 
in future. 








January August August 

1959 1959 1960 

Agreements registered .. ., .. 2,020 2,200 2,300 
Agreements under preparation for 

proceedings at pat ~ ahs ee ae 140 380 444 

Agreements abandoned and voided 150 600 1,030 
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individuals and organizations who assert the superiority of regulation 
through their privately-organized agreements and arrangements.”6 

The close resemblance between restrictive practices in Australia 
and the United Kingdom makes a strong case for applying this well- 
conceived and effective Act in Australia. There are qualifications, 
The British Act may be thought to have operated too harshly ; insuffi- 
cient discretion to use the escape routes may seem to have been 
allowed to the Court by the wording of Section 22. But an enlarge. 
ment of the range of escape routes would be a simple matter. In 
addition to the British provisions there could be, for example, specifie 
exemption to operate restrictions necessary for the promotion of stan- 
dardization to increase productivity, or exemption of restrictions 
involving allocations, market-sharing, where they can be demon- 
strated to have secured large-scale production in small markets. And 
there may be other candidates for exemption. 

As well as softening some provisions to suit Australian conditions 
it may be thought desirable to strengthen others. This would involve 
creating a separate limited category of restrictive practices which 
would be prohibited without benefit of review. (Control could be 
exerted by injunction ordered by the Attorney-General’s or other 
appropriate department.) There are three practices in particular 
which deserve special consideration along these lines and which have 
already been noted above. First, collusive tendering could be pro- 
hibited in toto except where permission is sought and received from 
the government department or firms requesting the tender. Second, 
to control monopolistic and regulative tendencies among suppliers in 
highly-concentrated industries ‘‘tied contracts’’ could similarly be 
prohibited. Third, the key technique of enforcement among restric- 
tionists—the collective boycott—could also be prohibited without 
review. 

Control of monopolies and the more concentrated oligopolies 
presents a problem intrinsically more complex: no central principle 
can be laid down that competition should be restored unless a strong 
ease to the contrary can be demonstrated. 

No overt restrictive agreements need be available for review. In 
the case of the monopolist there is none by definition. And in oligo- 
polistic situations many agreements are in the form of tacit arrange- 


26 The 1956 Act in placing the public interest element to the forefront 
reverses English common law doctrines of conspiracy and restraint of trade. In 
conspiracy cases it has been sufficient to prove that a restrictive arrangement is 
designed mainly to benefit the parties concerned and is not intended, wilfully 
and/or maliciously, to damage others. (Naturally, business arrangements by 
definition can never be described as malicious!) And in restraint of trade cases 
the public interest, although not ruled out, has always remained secondary to 
reasonableness of the contract as between the parties—even if the contract is 
intended to drive third parties from the market. The bias of the common law 
was therefore to favour freedom of contract and predispose the law from con- 
sidering the public policy advantages of freedom of trade. (For an economnist’s 
interpretation of this development of legal doctrine see Hunter, “Competition and 
iat op. cit., and W. A. Lewis, “The Crofter Case”, Modern Law Review, 
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ments or understandings, or are part of the institutional development 
of the industry. It is true that, by demonstrating a ‘‘parallelism of 
policies’’, a determined effort could compel registration of such agree- 
ments. (The wording of the British Act permits this course of action.) 
But even if registration were accomplished, it is far from certain 
that judicial review can solve the problem of oligopolistic agreements. 
The interdependence of the price and output policies of any small 
group of oligopolists compels them to reach some degree of under- 
standing ; it normally precludes price competition and even, on occa- 
sion, product competition.2” A judicial order to a tightly-knit oligopoly 
to dissolve an agreement could easily have the absurd result that 
the group adopts a modified version with slightly different conven- 
tions and prices. Too often, judicial review could be pointless and 
possibly even undermine a solid reputation built up on the review 
of restrictive practices. But the more fundamental argument against 
employing judicial review is that oligopoly and monopoly situations, 
economically speaking, cannot be relied upon to produce a predictable 
pattern of results. For some, market power may be abused along the 
lines suggested by classical analysis: the earning of highish profits 
over a long period, the enjoyment ‘‘of a quiet life’’ with no great 
effort to improve products or develop technology. Also, some such 
positions may be the result of ‘‘empire-building’’: the acquisition 
of a share of the market well beyond the point where the economies 
of scale in manufacture, in managerial and marketing techinques 
justify the size of the enterprise.2® On the other hand many, probably 
the majority, of oligopolistic and monopolistic situations are not 
abused. Profits are not absurdly high or else they are put back into 
the enterprise. There is (despite the vulgarity and waste of some 
promotional techniques) no lack of drive to improve the quality of 
product or to devise better techniques. Restrictive arrangements are 
often accompanied by effective rationalisations of research effort and 
investment.2® And it is not obvious that concentration of industry is 
too great. Indeed, a number of writers have urged that large size 
in itself is a guarantee of high performance in terms of productive, 
managerial and technology functions. Taken as a general proposition 
this is clearly absurd, but there is sufficient evidence to permit the 
ease to be argued.®° 

In a word, oligopoly and monopoly offer a totally different type 
of problem from restrictive practices. We cannot hope to judge from 


27 See the Monopolies Commission’s cogent analysis of the nature of this 
dilemma and its acceptance of price uniformity in such situations in the Pneumatic 
Tyres report, op. cit. See also the difficulties experienced by the Department of 
Justice in handling the agreements of the heavy electrical equipment manufacturers 
in the U.S.A. (Economist, December 10, 1960). 

28 For example, see the Monopolies Commission reports on Matches (1953) 
and Industrial Gases (1956). 

29For example, see the Monopolies Commission on Insulin (1952), on 
Electric Cables (1952) and Standard Steel Windows (1956). 

30 The outstanding exponents of this view are of course Schumpeter and 
Galbraith (op. cit.). On the other hand, see J. Jewkes, D. Sawers and R. Stiller- 
man, The Sources of Invention (London 1958), Part I. 
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first principles or by using any easily-discerned empirical criteria, 
To discover whether or not market power is abused actual perform- 
ance in individual cases must be examined. Clearly, some special 
instrument of control is required for the task. Fortunately, there is 
no need to look far afield. The well-known techniques evolved by the 
Royal Commission type of inquiry are to hand. The ideal instrument 
would appear to be some form of Monopolies Commission, permanently 
constituted and with terms of reference adjusted to the Australian 
problem. 

The British experience is again relevant here. The Monopolies 
Commission was constituted under the original 1948 Act of the 
British code. Its powers were subsequently amended to confine its 
inquiries to monopolistic and oligopolistic situations. The mode of 
operation is simple. On the basis of complaints from industry and 
the public, suggestions from Parliament or other government depart- 
ments and on its own knowledge, the Board of Trade from time to 
time refers industries to the Commission for inquiry where this seems 
necessary in the public interest. The Commission’s powers are exten- 
sive: it may demand written and verbal evidence, examine relevant 
documents, audit and inspect books, etc. The inquiries investigate all 
aspects of the situation—exports, protection, and the interests of 
other industries and distributors as well as that of the general public. 
Most inquiries, several operating at once, last two or three years, 
a not excessive period in view of the importance of the work and the 
authoritative character of the pronouncements. Eventually, the Com- 
mission publishes a report which records the nature of the situation 
and indicates its significant findings in respect of price policies, invest- 
ment, technology, mergers, ete. No important aspects are glossed over. 
And a concluding section analyses the public interest and recom- 
mends to the government what the Commission considers to be appro- 
priate action. The government may not act on the recommendations; 
it may take its own view of the facts and act contrary to the recom- 
mendations. In practice, no major statutory action has resulted from 
the Commission’s recommendations. But the appropriate government 
department has made representations to the industries concerned and 
has secured revisions of a number of practices.*4 

Some commentators have expressed doubt whether these arrange- 
ments constitute a properly formulated policy to control monopolies 
and oligopolies. The Commission, having served its main purpose in 
initiating legislation for restrictive practices, now in its attenuated 
form offers only lip-service to the idea of control of big business. 
Particularly criticized is the absence of positive deterrents, of specific 
criteria and powers to remedy monopolistic abuses. 

These criticisms overlook this vital consideration : unless a govern- 
ment intends to revise radically the economic structure—for example 
by the dissolution of large market units, or by means of extensive 
nationalization—it can legislate only where there is a peculiarly strong 


31 See the Annual Reports on the 1948 Act published by the Board of Trade. 
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ease for breaking up a large company, or where it wishes to prevent 
an undesirable merger, or initiate a government-owned concern to 
provide competition or ‘‘countervailing power’’ in a particular in- 
dustry. Evidently, such drastic action will be justifiable only in 
exceptional circumstances and will require individual legislative 
measures. Otherwise, there is no general statutory remedy open to 
governments as a method of controlling oligopoly and monopoly.* 
In view of the widespread misconceptions concerning the available 
powers of governments over monopolies this point cannot be empha- 
sized too much. And, on the other hand, there are available a number 
of effective quasi-political pressures if a government cares to exploit 
them. The uncertainty offered by the background threat of govern- 
ment competition is one. In Australia, there will always be scope for 
the offering or withholding of economic advantages in relation to 
tariffs, subsidies, development rights, ete. But the most general form 
of control of this character is the pressure of public opinion itself. 
Such control can be exercised comprehensively for the simple reason, 
so frequently forgotten, that large firms are sensitive on account of 
their great market power. And, being sensitive, are vulnerable. It is 
here that the apparently academic reports of a monopolies commission 
come into their own. They will have far-reaching results on the 
behaviour of big business, as experience elsewhere has shown, if public 
opinion is suitably conditioned for informed criticism. Much of this 
task is performed automatically by the national press. However, 
certain elements are essential for a successful offensive. First, the 
commission must be composed of reputable, experienced and if pos- 
sible tough-minded individuals constituting a truly independent body 
ready to speak its mind on what it discovers without regard for the 
discomfort which may be caused in both business and government. 
Second, its reports should be readily available and intelligible to 
the general public, and should contain as much of the relevant mate- 
rial as is required to permit anyone to reach an informed judgment. 
Third, government departments should be responsible for pressing 
on the industry concerned the various revisions of practice, major 
and minor, recommended by the commission. Fourth, governments 
should be prepared to act where disclosures indicate that action is 
clearly needed to reassure the public.** 


IV. Constitutional Aspects 


The proposals in Part III require some examination of the 
constitutional position. Although the Australian Constitution clearly 
attempted to provide the Commonwealth with legislative powers in 
this field, judicial decisions complicated and frustrated this attempt. 

On the one hand, there is no doubt that Section 51(i) gives the 


82 Apart from price-controls which have a temporary value but offer no 
permanent advantages. 

33 Apart from British experience of quasi-political controls in this field see 
also the chapters on Canada and Scandinavia in E. H. Chamberlain (editor), 
Monopoly and Competition and their Regulation (London 1954). 
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power to legislate in the relevant area. ‘‘Parliament shall, subject to 
this Constitution, have power to make laws for the peace, order and 
good government of the Commonwealth with respect to trade and 
commerce with other countries and among the States.’’ On the other 
hand, the phrase ‘‘subject to this Constitution’’ poses problems: the 
Constitution also imposes conditions or prohibitions on the exercise 
of Commonwealth or State powers, or both, in so far as they are used 
to regulate trade and commerce.** In particular, the application of 
the famous Section 92 raises many difficult issues. However, this 
particular obstacle should not obstruct legislation to control restric- 
tive practices; on the contrary. In the various cases involving Section 
92 a government has been the agent ‘‘restricting’’ free intercourse 
of trade and commerce. But it can very reasonably be argued that 
in passing legislation to prohibit or confine restrictive practices within 
reasonable bounds the Commonwealth Government would be imple- 
menting (i.e. facilitating, preserving, encouraging and promoting) 
the freedom guaranteed by Section 92.55 

Also, there is no obstacle to the creation of a monopolies com- 
mission endowed with powers of inquiry and report and recommen- 
dation. Section 101 of the Constitution provides for an Inter-State 
Commission ‘‘with such powers of adjudication and administration’”’ 
as is necessary for the execution of laws governing inter-state trade 
and commerce. In 1912 an act was passed implementing this pro- 
vision and three Commissioners were appointed for seven-year periods 
one of whom was a person of ‘‘experience in the law’’. Despite the 
mandatory language of Section 101 this -Inter-State Commission, 
subsequent to, and as a direct result of, a collision with the High 
Court as to its powers, fell into desuetude. The statute had created 
the Commission a Court of record to adjudicate on inter-state railway 
rates, restraints of trade, tariffs, marketing schemes, ete. And during 
the Wheat Case a minority of the High Court held that the word 
‘‘adjudicate’’ could only mean that Parliament was privileged to 
bestow judicial authority as it thought necessary and appropriate. 
The majority, on the contrary, declared the relevant Part V of the 
statute ultra vires on the grounds that the judicial powers conferred 
by the Constitution could be exercised only by judicial tribunals in 
the strict sense—that is, courts of law. All judicial authority of the 
Commission was therefore voided; but this did not prevent the Com- 
mission exercising quasi-judicial functions so long as the enforcemént 
of its orders rested with a properly constituted court.’ The reasoning 

84 See G. Sawer, Australian Constitutional Cases (1948), ch. III. 

85 The point of view expressed here finds authoritative support in the Report 
of the Joint Committee on Constitutional Review. The Committee states plainly 
that the Commonwealth at present possesses powers to pass and operate legislation 
in this field and that it “would be consistent with the freedom of trade which 


Section 92 postulates”. And the Australian Industries Preservation Act, although 
fallen into desuetude, remains good law. 


36 See The Commonwealth v. The State of New South Wales, 20 C.L.R. 54; 
G. Sawer, op. cit., Case 43, pp. 410-20. It should be noted that the creation of an 
Inter- State Court, with members appointed for life, is perfectly feasible. 
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of this decision was well-grounded. Nevertheless, it was an unfortunate 
decision; at the time, it appeared to destroy the basis of this unique 
administrative organ which could have developed most valuable 
functions and have become in time the intelligence service of Parlia- 
ment in the complex and critical field of inter-state trade and trans- 
port. Through failure to reappoint Commissioners it went out of 
existence, and the point was missed that its residual powers were 
still very substantial indeed. Its orders, subject to appeal on points 
of law, were lawful and binding. It undoubtedly possessed the inquisi- 
torial and reporting powers required of a monopolies commission. 
Accordingly, the resuscitation of the Inter-State Commission offers 
a convenient peg, one already enshrined in constitutional arrange- 
ments, on which to hang the proposed legislation for the control of 
monopolies and oligopolies.%? 

One critical factor remains for consideration. What is the scope 
of the inter-state trade and intercourse to which Commonwealth legis- 
lation on restrictive practices and monopolies would apply? A glance 
at the U.S.A. experience offers little guidance: despite the virtual 
identity of constitutional terminology relating to the commerce power, 
the interpretations have developed quite differently. In the U.S.A. 
very few economic activities are not encompassed by the powers of 
Congress. To give one example, the legislation on the Fair Labour 
Standards Act was held to apply to employees of a local dealer in 
industrial electrical equipment because the customers of this dealer 
were engaged in providing goods for inter-state trade. In Australia, 
on the other hand, partly on account of the presence of Section 92, 
partly because Australia remained a relatively unintegrated economy 
for so long, and partly because of the formal outlook of the High 
Court (which construed the Constitution as though it were merely 
another private act), the interpretation as to what constitutes inter- 
state trade has moved towards the opposite extreme.** Thus, where 
an economist would distinguish inter-state trade in terms of demon- 
strable market interrelationships between transactions or activities 
in one State and another, the judiciary’s considered opinion is that 


87 The Joint Committee on Constitutional Review also takes this view 
suggesting only a minor modification in the method of appointing the Com- 
missioners. 

There is another, and complementary, avenue of approach open to a deter- 
mined government. The Tariff Board Act of 1921-9 empowers inquiry and report 
on situations where it is suspected that a manufacturer is taking advantage of 
tariff protection to act in restraint of trade, charge high prices, etc. The Board 
may, in such cases, recommend the removal or the reduction of the tariff—clearly, 
a most persuasive instrument. Indeed, in manufacturing industry the Board could 
itself exert most of the necessary controls if it had the extra staff. In any event, 
there is a sound administrative case to be made for siting the Tariff Board and 
the Inter-State Commission alongside one another in Canberra in order to provide 
co-ordination of ideas, information and policy. 

88 On this issue see W. A. Wynes, Legislative Executive and Judicial Powers 
in Australia (1956), ch. VII; P. D. Phillips, Essays on the Constitution, ch. VIII; 
G. Sawer, op. cit.; and, a detailed, recent examination, P. H. Lane, “Trade and 
Commerce Power: Constitution Sec. 51 (i)”, Australian Law Journal (1960), 
Vol. 34 : 4, p. 99 ef. sep. 
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“‘the economic interdependence of trade and commerce among the 
States with the domestic trade of a State cannot lead to a weakening 
of the legal distinction which the Constitution itself makes’’ even 
although this distinction ‘‘may well be considered artificial and un- 
suitable for modern times’’.®® In practice, this has come to mean 
that there is a class of activty which remains essentially intra-state 
in character. For example, the Commonwealth may not attempt to 
control State domestic sales, or enter into such sales itself, regulate 
the consumption and distribution of imported goods, lay down the 
conditions for manning ships engaged in intra-state trade, investigate 
collisions of such ships, or restrict monopolies operated by companies 
within a State. There is another class of activity essentially inter- 
state and oversea. For example, legislation on customs, on exporting 
and importing to oversea countries, the operations of loading and 
discharging oversea, and inter-state cargo and inter-state transport 
of persons and goods—all these are within the powers of the Com- 
monwealth. Between the two there is a further peripheral group which 
may be candidates for Commonwealth legislation. It may be inter- 
preted that the Commonwealth power is valid before and beyond the 
point of export (‘‘even to enter the factory, field and mine’’). For 
example, it may have power to regulate the slaughter-house conditions 
of exported meat, to channel the selling and marketing of goods after 
the act of export is completed, or to control the production methods 
and qualities of manufactures prepared for export. But such peri- 
pheral activities are subject to stringent tests before admittance to 
the category of inter-state trade. They must be ‘‘wholly-geared’’ to 
inter-state and oversea activities; the goods must be ‘‘solely destined”’ 
or the production procedures have ‘‘inherent qualities’? marking out 
the good for inter-state or oversea trade. If the attempted regulation 
is through a connection, it must be a ‘‘direct, proximate and sub- 
stantial’’ connection or aid to the ecarrying-out of the said trade. 
Probably the most critical criterion which has emerged to dis- 
tinguish inter-state and intra-state trade is to be found in the 
rejection of the ‘‘commingling’’ doctrine developed in the U.S.A. 
The question is asked whether the activities on which legislative 
powers are sought are so inherently connected with inter-state or 
foreign trade as to be part of it. Or, more specifically, are the economic 
activities involved so intermingled with inter-state and oversea trade 
that it is impossible for the Commonwealth Government to regulate 
the latter without also regulating the former? A severe test indeed. 
To give an example of its working: what would be regarded generally 
as administratively desirable and perhaps technically necessary legis- 
lation for air navigation and route control regulations of the Com- 
monwealth was struck down on precisely this test.4° Surveying the 
eases which give the content of the distinction between inter-state 


39 Dixon C.J. in Wragg v. The State of New South Wales (1953) 88 C.L.R. 
353 at pp. 386-7. 
40 Rex v. Burgess, ex parte Henry (1936) 55 C.L.R. 608. 
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and intra-state trade one is forced to the conclusion that the High 
Court has placed itself in the position of applying a simple and 
highly restrictive ruling to this question: that a federal Constitution 
may unite a number of States for certain specified purposes but 
they are, and pending constitutional amendment must remain, inde- 
pendent economic entities. It follows that there is a presumption that 
all economic activities are essentially intra-state in character. And 
this presumption can be upset only where (a) the activities in ques- 
tion are part of, or demonstrably necessary for the accomplishment 
of, overseas trade; and (b) where clearly, as in banking or inter- 
state transport of goods and persons, the central physical functions 
are necessarily tied into inter-state trade and intercourse. The net 
result, in terms of legislative controls, is that the Commonwealth 
may be at some inconvenience in its regulation of oversea trade but 
at no real disadvantage. On the other hand, any attempt to regulate 
inter-state economic activities which are even marginally intra-state 
will meet the judicial resistance of the High Court. And it will be 
a continued resistance so long as the present rejection of the 
‘‘commingling’’ doctrine stands. 

To the economist, looking for a convenient, centrally adminis- 
tered legislative control of certain aspects of what is undeniably an 
economically integrated federation, the picture presented by this 
constitutional impasse is depressing in the extreme. But it may not 
be a complete block. To implement the suggested measures in Part III 
(or any others which may appear relevant) it may be possible to 
persuade the six States to pass legislation identical with that of the 
Commonwealth (as for the air navigation regulations in Australia). 
Even better, under Section 51 (XXXVII) of the Constitution the 
States could refer the necessary powers to the Commonwealth for co- 
ordinated action. However, unanimity in this particular field of 
control is unlikely to emerge. The smaller, less-developed States are, 
without being unduly cynical, bound to reason that anti-monopoly 
measures will discourage oversea, not to mention Australian, investors. 
And therefore the relative attractiveness of any one State will be 
enhanced simply by evading or refusing participation. In sum, one 
can only be pessimistic about the outlook for legislation to control 
restrictive practices and monopolies in Australia: on present con- 
stitutional interpretation and political possibilities there is an immense 
lacuna in the legal framework. In the circumstances, it will be inter- 
esting to see what measures the Attorney-General, himself respon- 
sible for encouraging certain of the more formalistic techniques of 
constitutional interpretation, can devise to fill the gap. Taking the 
long view, a superior and markedly less expensive instrument of 
control may well be an aggressive, truly independent, tough-minded 
Tariff Board. 

ALEx. HUNTER 
The University of New South Wales 
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APPENDIX : RESTRICTIVE PRACTICES IN AUSTRALIA 


Australia imposes no de jure constraint on restrictive agreements. They are 
effectively legal practices since, even where there is a relevant statute, as in New 
South Wales, no action is taken to enforce its conditions. Nor is there any de facto 
limitation: the prevailing commercial and social climate of opinion favours restric- 
tive arrangements (although the views of business men may now be undergoing 
a change in this respect). Consequently, although publicity is not looked for, 
there is no strong effort to conceal the operation of agreements. Indeed, on 
approaching the appropriate trade association officer it is a common experience 
to have the character of the agreement discussed openly and justified from the 
point of view of the industry concerned. This appendix cites some existing 
arrangements. 

Australia-wide arrangements. In the retailing of pharmaceutical products the 
various pharmaceutical guilds in each State negotiate with the manufacturers, 
singly or in groups, the prices and retail margins of all pharmaceutical goods. 
The retail price is thus fixed and then made known to members through the 
distribution of price-lists. There is practically a 100 per cent membership in each 
State, and examples of price-cutting are almost unknown. Also, some “chemists- 
only” lines (i.e. exclusive dealing) in branded goods are negotiated with manufac- 
turers of toilet preparations, patent medicines, tooth paste, etc. In chocolate and 
confectionery the ten main manufacturers have agreements on the prices of most 
proprietary lines which cover about 95 per cent of chocolate products and 55 per 
cent of sugar products sold in Australia. Price-lists are distributed for each make. 
The manufacturers, in addition, give assistance to the various State associations 
in their efforts to eliminate price-cutting at the retail level to the extent of pro- 
viding, occasionally, a boycott of supplies. In the tobacco and cigarette trades the 
State retail associations set retail prices—presumably after consulting the manu- 
facturers. They also succeed in persuading the manufacturer to withhold supplies 
from price-cutters, mainly self-service stores and supermarkets (the expanding 
sector of the food and tobacco trades). Automotive parts (other than electrical 
equipment or those produced by the car manufacturers themselves as original 
equipment) are the subject of an agreement (manufacturers and wholesalers) 
fixing the wholesale prices, discounts and retail prices of most components. This 
“code of understanding” is enforced by boycotts of supplies; and by the possibility 
of legal proceedings based on the invoiced conditions of sale. The sale of tyres 
and tubes is evidently governed by an agreement. There is no formal manufac- 
turers’ association, but “a spokesman of the tyre industry” announces price 
arrangements from time to time through the press (see e.g. The Age, Melbourne, 
20th April 1960); and retailers’ price-lists for the various makes are identical 
within a penny or two of the price. At the retail level the tyre traders’ and recon- 
ditioners’ associations assist the manufacturers to arrange retail margins. Further, 
there is agreement on the price of reconditioned tyres, although in some States 
(New South Wales for example) price-cutters present a problem. In petroleum 
products there is, apparently, no formal association at the refinery-wholesale 
level. But there is clearly some understanding, amounting to agreement among 
the six main companies, on various minor restrictions. For example, the Petroleum 
Information Bureau or “a spokesman” of the industry, have made announcements 
on such matters as “give-aways” with petrol sales, the acquisition of petrol station 
sites, etc.; and there is evidently some collusive tendering on petroleum products 
to government departments (see W.A. Royal Commission, op. cit., p. 15). On 
petroleum prices the South Australian Prices Commissioner sets the wholesale 
price for that State; the Queensland government appears to accept this finding; 
and the industry makes this price (with adjustment for transport) the base price 
for Australia. This price control saves the refiners and wholesalers the necessity 
of making a formal price-fix. However, the retail margins in each State (except 
where there is control) and therefore the retail price, is the subject of an agree- 
ment by the various State associations of service station operators. And, as is 
well known, a large proportion of service stations, probably about 40 per cent, 
are either owned by the refining and wholesaling companies, or controlled by 
long-term contract. Other products for which there are evidently price arrange- 
ments throughout Australia include: various paper products, rope cordage, 
batteries, cement, footwear, fluorescent tubes, radio valves, electric lamps and 
electric cables. 
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Each State has its local trade association arrangements and numerically at 
least these are more important than Commonwealth-based associations (see W.A. 
Royal Commission, op. cit., pp. 8-9, for a typical list). In Victoria, for example, 
the building industry is controlled in price by the respective trade associations for 
bricks, roofing tiles, quarried materials, fibrous plaster, ‘electrical equipment, 
electrical contracting, glass, masonite and other equipment. A recently announced 
“Timber Stabilization Scheme” established the price of timber at the sawmill, 
wholesale merchant and retail levels. This reorganization was promoted as an 
aid to “orderly marketing”, and seems designed to exclude building companies 
from undertaking their own merchant wholesaler activities as well as to control 
price-cutting among distributors. Again in Victoria bread, flour, milk, plumbers’ 
goods, fencing and netting, toys, glass and pottery, tools, floor and wall tiles 
and a wide range of hardware goods are fixed in price by the respective associations 
and their distribution controlled, in most cases, through recognized outlets. And 
the trade associations for hairdressing, newspaper distribution, driving schools, 
dry cleaning, insurance and assurance appear to have a firm hold over prices in 
these service industries. 

Tied contracts occur in certain industries where manufacture is highly con- 
centrated (see text, Parts I and II). In the supply of fine papers (other than 
imported) one firm is predominant in Australia. In anticipation of the removal 
of import restrictions it recently (1960) circularised its customers with a request 
to undertake in future to purchase at least 90 per cent of their total requirements 
from this one Australian manufacturer. Firms which did not agree could not be 
guaranteed supplies. In certain sections of the steel industry to qualify as a merchant 
distributor earning predetermined rates of discount, a firm must be prepared 
to accept certain minimum tonnages per month, confine its rates to assigned terri- 
tories, carry a full and representative stock of products, offer adequate storage, 
competent staff and an efficient delivery service. Finally, it may sell only at the 
named metropolitan price plus transport. Whether or not a firm is qualified to 
meet these conditions is a matter entirely for the discretion of the manufacturer ; 
and disqualification entails forfeiture of the right to purchase at merchant discount 
rates. (Some of these conditions are clearly legitimate elements of a “require- 
ments contract” to ensure efficient distribution; but equally some go beyond this 
concept and encourage, indeed enforce, a regulative, non-competing pattern on 
the distribution of steel.) The petroleum industry operates a variant of the tied 
contract through its rapidly-developing system of “single-brand” outlets. The 
companies lease or have an interest in a large number of petrol stations; a further 
large proportion are also controlled by long-term supply contracts offering special 
discounts. A condition imposed on these retail outlets is that they sell, not merely 
one brand of petrol, diesel oil and kerosene, but also one associated brand of 
lubricants, tyres and tubes, batteries, and certain accessories. Thus the ability 
of independent companies specializing in lubricants, or batteries, or accessory 
equipment, reconditioned tyres, etc., to reach the consuming public with inde- 
pendently priced goods is severely restricted. (In Canada “solus sites” are 
approved but “tyre, battery, accessory” agreements discouraged. In the United 
Kingdom, as the result of a vigorous campaign by Castrol Ltd., the single-brand 
system of petrol station is now under examination by the Monopolies Commission.) 
Other industries in which the tied contract arrangement conceivably operates in 
Australia are: glass and glass products, semi-manufacturers of copper and other 
non-ferrous metals (e.g. wire, rod and tube). 

Finally, as an indication of the spirit in which restrictive practices are 
operated in Australia it is of interest to quote an official report of negotiations. 
(Taken from The Federated Hardware News, No. 30, December 1959, bulletin 
of the Federated Hardware Association of Australia.) 


“On 7th December, the Federal Executive for Galvanised Iron met in 
Sydney, when the chairmen of the State Merchant Associations attended 
from all States except W.A. The Executive reviewed the proposed changes 
in the price structure for Galvanised Iron, details of which were submitted by 
John Lysaght (Aust.) Pty. Ltd. for comment. The various proposals were 
subsequently discussed in conference with the following representatives from 
Lysaghts . . . . . The most pleasing features of the new structure 
provide for the introduction of the ‘nominal ton’ basis of invoicing, elimination 
of certain extras and improved margins for distributors. Interstate delegates 
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were entertained by Lysaghts at luncheon at the Hotel Australia, and appre- 
ciation was expressed for the manufacturers’ hospitality, for their co- 
operation, and support in the orderly and efficient marketing of galvanised 
iron. The success of the conference provides further evidence of the cordiality 
and goodwill that exists between the manufacturers and their Australian dis- 
tributors and the growing understanding of each others’ problems by a closer 
merchant-manufacturer relationship.” 


Thus do our business men, apparently with a high degree of unanimity and 
in an atmosphere of good cheer, formulate the prices and competitive conditions 
which they consider best suited for the Australian consuming public. 
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THE RADCLIFFE REPORT : A DISTANT VIEW 


Some years ago, in a lecture delivered at the University of 
Queensland,! I attempted to review the development of British 
monetary policy and central banking techniques from about 1870 to 
the middle 1950s. Naturally, with so great a time span and so little 
time, the review could hardly go into detail. Indeed, the central 
theme of the lecture was a simple one but nevertheless, in my view, 
of great importance. Briefly my thesis was as follows: both the scope 
and the technique of monetary management depend upon the econ- 
omic objectives pursued by the authorities and the economic 
and institutional environment in which the authorities are com- 
pelled to operate. In short, monetary management is a means, or as 
Professor Tinbergen calls it ‘‘an instrument’’, and the use which 
ean be made of any means depends both upon the objectives and 
the circumstances in which the objectives are to be pursued. In the 
period from (say) 1870-1913 what is sometimes called the ‘‘Bank 
Rate tradition’’ was developed in an attempt to attain a particular 
objective, exchange stability, in a very singular, and singularly 
favourable, economic and institutional environment. As both the 
objectives of policy and the environment changed, the ‘‘traditional’’ 
orthodox devices of British monetary management were bound to 
become less and less relevant. On the basis of this broad analysis I 
then examined the British experience with monetary policy as a 
device for directing economic development in the short-run. My 
conclusion, though (I trust) logically related to my analysis, was 
presumptuous in that I argued that effective short-run monetary 
control required an explicit acceptance of the limitations of ‘‘ortho- 
doxy’’. In particular I proposed? the introduction of an L.G.S. ratio 
(with the aim of controlling the ability of the banks to switch from 
securities to advances) ; the re-introduction of the war-time device 
of Treasury Deposit Receipts; the maintenance of effective control 
over capital issues; and the use by the authorities of selective open 
market sales at the longer end of the maturity schedule (in an effort 
to reduce switching by institutions other than banks).* My excuse 
for putting forward such bold proposals from St. Lucia rather than 
St. James’s was the belief that the onlooker, and more particularly 
the distant onlooker, sees most of the game. 


1D. C. Rowan, “The Development of Monetary Policy and Central Banking 
Techniques in the United Kingdom”, English, Scottish and Australian Bank 
Research Lecture delivered at the University of Queensland on 23 October, 1956, 
published by University of Queensland Press (July 1957). 

2 Ibid., pp. 25-29. 

3In some degree these proposals were derived from the analysis contained 
in D. C. Rowan, “Monetary Policy Abroad: the British Experience”, Economic 
Papers No. 11 (Economic Society of Australia and New Zealand (N.S.W. 
Branch), 1956). 
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Not long after this paper was delivered‘ the then Chancellor of 
the Exchequer appointed a Committee under the chairmanship of 
Lord Radcliffe ‘‘to inquire into the working of the monetary and 
credit system, and to make recommendations’’. Two distinguished 
academic economists, Professors R. S. Sayers and A. K. Cairncross, 
were made members of the Committee and its Report was presented 
to Parliament in August 1959. The Report presented was unanimous. 
It is, as one would expect, a careful, scholarly and authoritative 
survey of the British monetary and financial system. 

The purpose of this paper is to present a review of certain 
aspects of the Report. Those aspects are, in the main, the ones which 
were discussed by me in the two papers already mentioned. Indeed, 
my object in referring to my two earlier papers was not to suggest 
(with somewhat strident modesty) that I was pleasantly endowed 
with second sight when I wrote them, but to emphasize that this 
article does not pretend to be a comprehensive review of the Radcliffe 
Report, but concentrates, in a way which would not generally be 
justified in a review, on those matters in which, in the past, I have 
been interested. The Report has many important things to say upon 
matters which I do not discuss. Chief among these are the position 
and organization of the Bank of England, the availability of statistics, 
the development of monetary institutions and certain international 
aspects of the monetary system. This paper is not, therefore, in any 
sense, either a ‘‘review article’’ or a substitute for a careful reading 
of the Report itself and of the Minutes of Evidence when they become 
available in Australia.’ Study of both is, mdeed, an essential part 
of the study of monetary economics. 


Ends and Means in Economic Policy 


As I have already stated, monetary management is a means, 
instrument or device, which the authorities may use, with or without 
other devices, in an attempt to shape the development of economic 
events. From this it follows that any assessment of monetary policy 
must begin by examining the nature of economic objectives and what 
I have called the ‘‘economic and institutional environment’’ in which 
they are to be pursued. This done there is a second essential pre- 
liminary—namely, the review of the alternative instruments at the 
disposal of the authorities. Chiefly these consist of fiscal measures 


4I am not claiming cause and effect. The Committee was appointed in 
May 1957. 

5 The Minutes of Evidence arrived when this review was substantially com- 
plete. Since they consist of four volumes totalling 1766 pp. no attempt has been 
made to consider any modifications to this paper which their examination might 
suggest. This paper was completed in June 1960. 

6 It could, I believe, be argued that the task set the Committee could not 
usefully be conducted within its terms of reference unless these were interpreted 
to include a full review of alternative policy devices. In para. 518 the Committee 
says on these issues, “We have not felt called upon, under our terms of reference, 
to probe them thoroughly, but have merely sought to indicate how relevant they 
are to the use to be made of monetary measures.” 
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and direct controls (including exchange controls). This second step 
is clearly essential since, unless it is taken, what American writers 
eall the ‘‘optimum mix’’ of policy measures cannot be determined 
and, if this is not known, the degree of reliance to be placed upon 
monetary measures cannot be known. Since any recommendations 
regarding the techniques of monetary policy must depend upon the 
degree of reliance to be placed upon it as a means of overall economic 
control, this problem of the ‘‘optimum mix”’ is fundamental. In 
addition the problem has a further claim to importance. This arises 
because economics, and particularly that branch of economies which 
is concerned with policy, is notoriously susceptible to the swings of 
fashion. For two decades at least the fashion was to deride monetary 
policy and assert the superiority of fiscal devices. During the last 
decade the pendulum has swung the other way. Since it is highly 
desirable that monetary measures shall be asked to do what they can 
do rather than what they cannot, it is equally desirable to discover 
whether this swing in the policy pendulum has any rational basis 
or whether it merely reflects a growing appreciation of the difficulty 
of conducting an appropriate short-run fiscal policy. If a car runs 
poorly on petrol this is not a reason to try water; and it would 
certainly be folly to base the extent of reliance upon monetary policy 
on nothing but mounting disillusionment with fiscal devices and 
administrative controls. 

The Committee realized the importance of some of these issues 
but did not, I think, give adequate attention to them all. In general 
the nature of the economic and financial environment is well covered 
as are the peculiarities of Britain’s external position? A whole 
chapter® is devoted to the discussion of the objectives of monetary 
policy which are summarized as?: 


(1) A high and stable level of employment. 

(2) Reasonable stability in the internal purchasing power of 
money. 

(3) Steady economic growth and improvement of the standard 
of living. 

(4) Some contribution, implying a margin in the balance of 
payments, to the economic development of the outside world. 

(5) A strengthening of London’s international reserves, imply- 
‘ng a further margin in the balance of payments. 


No one will cavil at this list of objectives. Nor can there be much 
criticism of what the Committee has to say about them and about 
the potential conflicts between them. But to my mind the Committee 
should have said a great deal more than it did, and stated more 
explicitly its view of the relationship between monetary measures 
(assumed to be effective) and certain of the objectives. To do this 

7 Cf. in particular ‘Chapters I, III, IV, VII and paras. 475-486 and 604-690. 


8 Chapter II 
9 Para. 69. 
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would have required two things: the implicit, if not explicit, formu- 
lation of a ‘‘model’’ of the economy; and the formulation of a dis- 
tinction between the short-run and long-run aspects of policy. Perhaps 
acceptance of this task would have destroyed unanimity. If so, the 
sacrifice does not seem very important compared with the dangers 
which inevitably arise from omitting to discuss these fundamental 
problems. Two simple examples serve to illustrate this argument. 

In an economy which continually maintains ‘‘full employment’’ 
received theory suggests that the rate of interest performs two func- 
tions. First, it influences the distribution of resources between capital 
accumulation and consumption. Second, it influences the composition 
of accretions to the capital stock. This argument is strengthened 
rather than weakened if the phrase ‘‘rate of interest’’ is interpreted 
to mean the ease as well as cost of borrowing. Since monetary measures 
are generally conceded to influence investment rather than consump- 
tion it follows that the role which can be assigned to them, and the 
level of rates in the long-run, must reflect a prior judgment on the 
appropriate rate of growth. It would not be fair to say that the 
Committee overlooks this point’ entirely.1° But in view of the rather 
poor ‘‘growth’’ performance of the United Kingdom in recent years, 
I do not think this aspect of matters is given sufficient emphasis. 
Moreover, readers of the Report are entitled, as an aid in forming 
their own judgments, to know the Committee’s views on this issue. 
I would myself suggest that the central problem of monetary policy 
is how to combine a useful degree of monetary control in the short-run 
with a long-run tendency for money to be cheap—say 22 to 3} per 
cent at long-term.1! A smaller emphasis on growth would not only 
allow for dearer money but also permit more frequent ‘‘monetary’’ 
interventions with investment plans’? with the inevitable risk that 
‘‘restraint’’ will fall on investment (via monetary policy measures) 
and stimulus on consumption (via fiscal concessions). This is not to 
say that the Committee is unaware of the long-run importance of 
the level of rates. Indeed, the opposite is the truth.1* But a more 
explicit and decisive discussion of this issue would certainly have 
been valuable. 

A similar point arises in relation to the second objective—price 
stability. Quite apart from my own (minority and controversial) 
view that a rising price level may be necessary for ‘‘adequate’’ growth 
in economies (like the British) which do not enjoy the stimuli present 


10 Para. 63. 
11 There are some suggestions that the Committee might, broadly speaking, 
concur in this view but no explicit statement. 

12 Monetary policy produces restraint in investment expenditures at least 
in part by creating uncertainty. The degree to which recurrent injections of 
uncertainty can be accepted depends first upon the importance attached to growth, 
second the extent to which growth depends upon net investment in the private 
sector, and third upon the psychology of business leaders. Where this is not 
habitually optimistic, and thus “growth biased”, the case for the frequent use 
of monetary policy is pro tanto reduced. 

18 Cf. particularly paras. 63, 488-498. 
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in Australia,! there is the whole problem of the relevance of monetary 
policy, working through aggregate demand, to the attainment of price 
stability. If, as is now often suggested, the behaviour of money wages 
is not a simple function of the level of unemployment,!® any attempt 
to deploy monetary policy as a method of reducing wage demands 
may serve only to achieve, simultaneously, semi-stagnation and rising 
prices. This view, if accepted, clearly reduces the scope for monetary 
policy and thus, in all probability, the part wkich monetary devices 
should play in the ‘‘optimum mix’’. This is not to assert that my 
own view is right and that of the Committee wrong. It is, however, 
to suggest that the Committee acted unwisely in disposing of this 
complicated problem in a single paragraph which does little more 
than state the issues.‘ For if monetary policy has been deployed 
in recent years in an attempt to do what it cannot do, it is important 
to know. If, on the other hand, it has been correctly deployed in this 
respect, it is important to know that too. It is not easy (at least for 
me) to escape the impression that in these fundamental, but vexatious 
and controversial, matters the Committee has purchased unanimity 
at the price of ambivalence. But this impression may be due to my 
own bias. On this issue the reader must form his own conclusions. 

The Committee’s discussion of the relative importance of mone- 
tary measures as against other forms of economic control, that is the 
problem of the ‘‘optimum mix’’, is brief.!7 I shall deal with this issue 
in greater detail later in this paper. But it seems to me that this 
discussion suffers from the Committee’s decision not to examine, in 
greater detail, the relevance of ‘‘effective’’ monetary measures!® for 
the policy objectives which it assumes and, in doing so, to distinguish 
clearly between long and short-run problems. Had the Committee 
gone more deeply into these difficult problems it might have been 
able explicitly to ‘‘take a view’’ regarding the short and long-run 
roles of monetary policy as a whole and interest policy in particular. 
If nothing else, this would have clarified areas of agreement and dis- 
agreement and kept technical issues in their proper perspective. I am 
not, I hasten to add, asserting that our understanding of the pro- 
cesses involved is sufficient to permit an enunciation of ‘‘the’’ critical 
relationships. All that I am suggesting is that where an assessment of 
these problems is unavoidable, there are good reasons for thinking 
that it should be explicit, not implicit. Had the Committee taken this 
course its relegation of monetary measures to a very minor role in 
the short-run!® would have been easier to justify—not in terms of 
economic experience, but in terms of its own Report. 


14 And whose business leaders are probably not yet mentally habituated to 
the confident expectation of growth. 

15 For a masterly review of the British literature on this point consult Sir 
Donald MacDougall, “Inflation in the United Kingdom, Economic Record, Decem- 
ber 1959, pp. 371-88. 

16 Para. 64. 

17 Paras. 66, 515-18. 

18 “Effective” in the sense of exercising a quantitatively significant influence 
on aggregate demand. 

19 Para. 511. 
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The Theory of Money and Aggregate Demand 


Explicitly or implicitly any analysis of the scope, relevance and 
techniques of monetary management must be based upon a monetary 
theory or—if the term is preferred—a model of the way in which 
those variables which the monetary authority is technically able to 
control themselves influence economic decisions. It is therefore useful, 
as an aid to clarity, to examine the model underlying the Committee’s 
Report. This is not, of course, stated explicitly. The following dis- 
cussion, which is confined to short-run aspects, is therefore based 
upon an interpretation. 

The Committee begins its discussion by pointing out that mone- 
tary policy influences the economy through its impact on aggregate 
demand, and that monetary measures, so frequently praised for 
their pervasive generality, have, as a matter of fact, important direc- 
tional effects which may be thought desirable (or undesirable) but 
which certainly cannot be neglected. It then attacks a central theoreti- 
eal issue: the significance of the supply of money. 

Recent attempts to revive the quantity theory of money in search 
of some quasi-automatic rule of monetary management find no sup- 
port in the Report which, at an early stage, remarks that: 

‘“the object of the monetary authorities must be to act, not upon 

the ‘supply of money’ (however that is defined) but on the 

liquidity position of the system as a whole.’’° 
On this issue it thus takes up a position which will appeal to many 
economists. It would probably not be unfair. to paraphrase the Com- 
mittee’s arguments as follows: 


The distinguishing feature of modern economies is the wide 
range of assets of high liquidity—that is, ready shiftability and con- 
siderable price certainty. In these circumstances expenditure is not 
effectively prevented by lack of money but by lack of ‘‘liquid assets’’ 
defined as the stock of money plus the stock of those assets which can 
readily be converted into money. A further factor which needs to be 
present if expenditure is to be constrained is some limitation of the 
ability of individuals and enterprises to obtain money by creating 
and selling new liabilities. As the Committee puts it: 

‘“The decision to spend thus depends upon liquidity in the broad 
sense, not upon immediate access to money . . . spending is 
not limited by the amount of money in existence; but it is related 
to the amount of money people think they can get hold of, whether 
by receipts of income (for instance from sales), by disposal of 
capital assets or by borrowing.’”24 

There is, to the best of my understanding, nothing revolutionary 
in this approach. Indeed, it represents a development already implicit 
in Marshall and explicit in Hicks and Keynes.” Its advantages are 

20 Para. 125. 


21 Paras. 388-90. 


22 Cf. R. A. Musgrave’s essay in Money, Trade and Economic Growth (New 
York, 1951), particularly pp. 219-21. 
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far from negligible. First, it discourages any tendency to base the 
conduct of monetary policy either upon a revived quantity theory or 
a too simple version of Keynes. Second, it serves to remind us that 
any ‘‘simplified’’ theory of monetary policy must give way to a more 
complex approach; or, what is much the same thing, that automaticity 
in monetary management is unattainable. The value of this last con- 
clusion can scarcely be over-emphasized. 

Now it is clear that the possession of ‘‘liquid assets’’ (and/or 
the ability to create additional marketable claims) is a necessary but 
not a sufficient condition for the acquisition of funds. Most assets are 
shiftable only because they are marketable. And, at any time, the 
marketability of claims depends upon the state of the market in them. 
This, in its turn, depends ‘‘upon the methods, moods and resources 
of financial institutions and other firms which are prepared (on 
terms) to finance other people’s spending’’. 

This again seems to be a correct statement of the case for it can 
scarcely be denied that, as a consequence of the growing institutionali- 
zation of savings, markets in financial assets are becoming increasingly 
dominated by institutions. At this point the Committee, drawing 
upon its earlier analysis of the leading financial institutions, argues 
that: 

‘‘Provided that it is not confined to the short end of the market, 

a movement in interest rates implies significant changes in the 

capital values of many assets held by financial institutions. A 

rise in rates makes some less willing to lend because capital 

values have fallen, and others because their own interest rate 
structure is sticky. This is an important conclusion for policy 
for it implies—given the institutional framework we have des- 
cribed—that movements in interest rates have an effect apart 
from any influence they have on the incentive to hold capital 

goods.’ ’28 

This again is familiar doctrine once popular with persons of 
influence in the Federal Reserve System and usually associated, in 
the literature, with the names of R. V. Rosa and Allan Sproul.24 The 
doctrine, it should be noted, is not concerned with the level of rates 
but with movements in the level. Rising rates, in other words, have 
some, at least, of the effects which in static models are attributed to 
high rates. 

From this point the Committee proceeds to two other conclusions. 
The first of these is that manipulation of interest rates is an effective 
alternative to a complex of administrative controls over a wide range 
of financial institutions. The second, I shall quote in full. 

‘“‘The fact that operations on the structure of interest rates 
do, for institutional reasons, change the liquidity of financial 
operators should make it possible to avoid any such complex of 

23 Para. 393. Italics mot in the original. 


24 Cf. R. V. Rosa and Allan Sproul in Money, Trade and Economic Growth 
(New York, 1951). 
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direct controls. Equally it follows from our argument that, 
if for other reasons the authorities are inhibited in their manipu- 
lation of interest rates, no mere control of the money supply can 
be expected to do much. The authorities are likely, in this cireum- 
stance, to be driven either towards a comprehensive structure of 
financial controls or to reliance upon non-monetary measures as 
the effective regulators of total demand.’’25 


If the ‘‘availability’’ doctrine is accepted, the first conclusion is 
qualitatively valid though I should’ myself feel somewhat sceptical 
about interest movements, of the magnitude likely to be permitted 
in practice, being as effective as the first sentence implies. The 
italicized passage, however, makes strange reading, for in it the rate 
of interest appears to be regarded as an independent variable—which 
implies the abandonment of all contemporary monetary theory. The 
puzzle is not made any simpler by the implication, in the following 
paragraph, that in taking this view the Committee is adopting an 
analysis put forward by Professor Kahn. Surely Cambridge econo- 
mists cannot have abandoned the cornerstone of Keynesian monetary 
theory? Despite the formal appearances nothing of the kind has 
occurred. All that has happened is that the Committee has, in its 
choice of language, not distinguished sufficiently clearly between the 
level of interest rates and the structure of rates. The level of rates 
clearly depends upon the supply of money in relation to the demand 
for it—along familiar Keynesian lines. The structure of rates depends, 
however, on these two determinants and the relative supplies of 
claims of different varieties and maturities. The italicized passage, 
which appears to have troubled some commentators,”® is thus a refer- 
ence to the structure of rates which can, in principle, be varied by 
the authorities without varying the money supply through a bold 
policy of debt management. If this interpretation is accepted there 
is no contradiction between the Committee’s statement and commonly 
accepted propositions of monetary theory. The apparent conflict is 
verbal. 

In practice, of course, variations in the structure of rates would 
require not only a positive policy of debt management but also 
variations in the money supply. The Committee makes this quite 
plain by stating, only two paragraphs later: 


‘‘The authorities thus have regard to the structure of interest 
rates rather than the supply of money as the centrepiece of the 
monetary mechanism. This does not mean that the supply of 
money is unimportant, but that its control is incidental to 
interest rate policy.’’27 
In my view, this formulation places the role of the supply of 

money in its proper perspective. Its corollary is, of course, that the 


25 Para. 394. Italics not in the original. 

26 Cf. Sir Roy Harrod, “Is the Money Supply Important?” Westminster Bank 
Review, November 1959. 

27 Para. 396. 
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importance of the banks arises out of their importance as lenders 
rather than creators of money and that the control of the banks is 
the problem of advances control. 

This theory of the control of the ‘‘availability’’ of money is, by 
its very nature, of general application. The Committee, however, has 
little confidence in the possibility of restraining bank lending by 
interest manipulations. There are three reasons for this. In the first 
place, the banks are probably under-lent in the sense that their 
advances ratio is lower than they would like. In the second, their 
security portfolio contains an ample supply of short bonds—on which 
realization losses will be small. In the third, a part of their security 
portfolio is constantly maturing, which makes expansion possible 
without loss.28 The banks thus represent a special problem though one 
which may—so the Committee hints—soon become more tractable. 

The Committee thus concentrates on the impact of monetary 
management on what may be called the borrower/lenders—that is, 
the financial intermediaries. Aside from this aspect of matters it 
does not believe that either private savings or private investment are 
significantly interest-elastic in the short run.?® This is a familiar con- 
clusion which has not, to my knowledge, been challenged either by 
econometric studies or by other inquiries. The Committee concedes, 
however, that in the rather longer run a general rise in rates to a 
level felt to be ‘‘high’’ in relation to the ‘‘normal’’ does cause a 
revision of investment plans. The level of rates is thus a significant 
component in the long-run theory. 

If my interpretation is accepted it follows that the Committee 
cannot be accused of failing to present a consistent and identifiable 
monetary theory logically developed from the work of Keynes. Nor 
to my mind is the Committee in the least vulnerable to the criticism 
that it has failed to give a precise meaning to such concepts as ‘‘the 
whole liquidity position’’. Indeed, I count this omission as a definite 
source of strength, for the absence of a definition should serve to 
remind students of monetary management that the elaboration of an 
operationally useful definition is one of the most important tasks of 
monetary analysis and empirical inquiry. Where the line is to be 
drawn between liquid and non-liquid assets for the purpose of con- 
ducting monetary policy is a matter of fact—not theory. Far better, 
by deliberately omitting a definition, to point to the need for inquiry 
than by adopting one which is theoretically convenient confer a 
spurious appearance of precision on what is, in fact, imprecise. 

This, then, is the theory with which the Committee seems to have 
approached the task of reviewing the experience of the 1950s. 


The Experience of the 1950s 


The Committee’s review of the consequences of monetary measures 
between 1951-58, that is what I have called elsewhere the economic 


28 Paras. 507-8. 
29 Paras. 450-3. 
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efficiency of such measures,®° throws very little light upon the validity 
(or otherwise) of the monetary theory I have imputed to it. That 
this is the case is not the fault of the Committee. It arises partly 
because the authorities, in conducting interest policy, concentrated 
during the period on the short end of the market and in general did 
not, until 1958, make any great use of what the Committee’s theory 
suggests to be a most important weapon—that of debt management. 
It also, however, reflects the fact that the authorities never relied 
upon monetary measures alone but made use of an array of devices— 
that is what is called in the jargon a ‘‘package deal’’. It is therefore 
difficult to disentangle the impact of monetary policy. It follows that 
any judgment of the economic efficiency of monetary measures must 
be, in some degree, arbitrary. The Committee, of course, has been 
most careful to point this out and to emphasize the need for further 
research designed to quantify the effects of monetary measures.*! 

To shorten the discussion of the Committee’s views, which should 
be studied in full, it is convenient to examine the record of monetary 
measures under a number of sub-heads. We shall make use of the 
following: 


(a) the effects of changes in interest rates; 
(b) the effects of restraints on bank advances; 
(c) the effects of Capital Issues Control; 

(d) the effects of hire purchase controls. 


The principal changes in interest rates took place at the short 
end of the rate curves and a leading part in these was played by 
adjustments of Bank Rate. Traditionally a rise in British short-rates 
makes its first and most important impact on the balance of payments 
by creating an interest differential in favour of London and thus 
attracting short-term lenders and repelling short-term borrowers. 
This process was, indeed, the basis of what has been ealled the Bank 
Rate ‘‘tradition’’. In recent years a number of writers have suggested 
that the basic economic and institutional conditions which, in the 
past, made this mechanism so effective, have disappeared. What, then, 
remains of this ‘‘traditional’’ device? 

As long as the external impact of raising Bank Rate is con- 
ceived in terms of making London a relatively more remunerative 
market in which to lend and a relatively more costly market in which 
to borrow, the Committee’s view is that its potency must be taken 
to be small. The old mechanism was based upon undoubted confidence 
in sterling—which cannot now be assumed. As a result, when short- 
term funds are attracted to London they are covered by a hedging 
operation in the forward exchange market. The effect of high rates 
in London on borrowers may be more important. But this is far from 


80 Cf. D. C. Rowan, op. cit., pp. 25-9, and “Monetary Policy Abroad: the British 
Experience’, in Economic Papers No. 11 (Economic Society of Australia and 
New Zealand (N.S.W. Branch)), pp. 22-3. 

$1 Paras. 434 and 474. 
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certain. The Committee’s conclusion that the ‘‘traditional’’ mech- 
anism is not, at present, important thus seems fully justified. 

On the other hand, a considerable weight of evidence was put 
before the Committee to the effect that an increase in Bank Rate, 
provided other measures were appropriate, had a sizeable impact on 
oversea confidence in sterling. In some degree this suggests that 
foreigners’ behaviour is irrational. But in a situation dominated by 
expectations of the future, too much should not be made of this 
aspect of matters. The Committee seemed reluctant to accept the 
importance of Bank Rate in this respect, as the following quotation 
makes plain. Nevertheless it did so. 


‘‘We find it difficult to believe that such a veneration for 
Bank Rate can exist if there develops a general scepticism of the 
power of interest rates on the internal economic situation. But 
we are prepared to accept the view that in the present state of 
world opinion Bank Rate itself has considerable external signi- 
ficance.,’’82 


Concerning the domestic effects of interest rate movements, the 
Committee in general supports the familiar conclusion that both 
investment and savings plans are interest-inelastic. The only qualifi- 
cation to these conclusions, apart from the Committee’s theory con- 
cerning the probable reactions of financial intermediaries, relates to 
what may be called the theory of the ‘‘three gears’’. 

According to the evidence given to the Committee there seems 
to prevail, in commercial and industrial as well as financial circles, 
a reasonably well-developed view of what constitutes ‘‘normal’’ (and 
therefore ‘‘high’’ or ‘‘low’’) levels of interest rates. These notions 
are, of course, not precise, and the simplest way to think of the 
‘‘normal’’ is as a range within which interest rates may move without 
affecting economic decisions. Thus for the interest weapon to be 
effective, a change of gear is a necessary condition. The tone of the 
Committee’s discussion does not, however, suggest that it is likely to 
be sufficient. Neither savings nor investment seem likely to respond 
even to a change of gear by itself. More surprisingly, particularly in 
view of what I have suggested to be the Committee’s theory, the 
Committee asserts that the new issue market is not significantly 
affected by ‘‘a really big adjustment of rates’’ save possibly ‘‘for a 
week or two’’.23 These somewhat disturbing conclusions relate, how- 
ever, only to the short-run. In the somewhat longer run, investment 
planning is affected by a change of gear expected to be permanent 
and thus both the rate, and character, of capital accumulation is a 
function of the ‘‘gear’’ selected by the authorities.** 

The restraint of the banking system, that is the credit ‘‘squeeze’’, 
also comes poorly out of the Committee’s scrutiny. After noting that 


82 Para. 441. Recent events have suggested some revival in the “traditional” 
mechanism. 

33 Para. 454. 

34 Paras. 489 and 495. 
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the ‘‘squeeze’’ bore much more severely on small firms than on large, 
the Committee appears to consider that much of its force was lost 
because of the relatively far greater size and considerable elasticity 
of trade credit. Again, however, the Committee qualified this scep- 
ticism (with respect to the somewhat longer-run?) and concluded: 


6é 


; the main effect of the restriction of bank credit was 
to drive frustrated borrowers to other sourees of credit, where 
borrowing was more expensive and sometimes more onerous in 
other ways, but that it did also create what Sir Roy Harrod has 
called ‘a diffused difficulty of borrowing’ which tended to reduce 
spending or at least to strangle expansionist projects at birth.’’% 


This conclusion is difficult to understand for its two parts seem 
contradictory. I interpret it to mean that: 


(a) a reduction in bank advances does not lead to an equal 
reduction in the availability of funds; but that 

(b) some reduction in availability does place, probably 

(c) after a significant time lag.*® 


I am, of course, quite prepared to admit that this interpretation is 
controversial. 

During the 1950s capital issues control was based upon qualita- 
tive and not quantitative criteria. As regards its impact on aggregate 
demand this was probably very small. Equally the attempt to restrain 
the growth of hire purchase by restricting the supply of finance to 
hire purchase concerns was also ineffective, and may well have been 
harmful in other ways. In these spheres also then the Committee 
retained its earlier scepticism.*’ 

On the other hand, changes in the terms of hire purchase finance, 
as required by the Board of Trade, were effective. Moreover, the effect 
was quick and substantial. On the debit side the effect is confined to 
a small number of industries—that is, the ‘‘directional effects’’ are 
severe, and this is a decided disadvantage in the Committee's esti- 
mation.*8 


The Committee’s final conclusions can most usefully be stated 
verbatim.*® 


“‘Tf we look at the actual experience of the 1950s—as far as 
the evidence has allowed us to trace it—we come to the conclusion 
that the really quick substantial effects were secured by the hire 
purchase controls, just those which have the most concentrated 
directional effects. A considerable, though rather slower, effect 
probably came in 1956-58 from the ‘diffused difficulty of borrow- 
ing’ which resulted from the tighter and dearer money—particu- 


35 Para. 460. 

86 Para. 472. The Committee does not estimate this lag which I would guess 
to be of the order of 18 months. 

37 Paras. 462-4. 

88 Paras. 466-7. 

89 Para. 472. 
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larly the squeeze of bank credit—of 1955-56,4° but these effects 
also, although they were less highly concentrated than those of 
the hire purchase controls, left large tracts of the economy un- 
affected. The monetary instruments employed left untouched the 
large industrial corporations that control more than half the 
investment in manufacturing industry; and neither their plan- 
ning nor that of the public corporations appears to have responded 
seriously to changes in interest rates. In the more fractionally 
organized parts of the private sector there has been pressure here 
and pressure there, though nothing of great moment. What then, 
when the total demand has exceeded available resources, has had 
to give way? We are driven to the conclusion that the more con- 
ventional instruments have failed to keep the system in smooth 
balance, but that every now and again the mounting pressure of 
demand has in one way or another (generally via the exchange 
situation) driven the Government to take action, and that the 
quick results then required have been mainly concentrated on the 
hire purchase front and on investment in the public sector which 
could be cut by administrative decision. The light engineering 
industries have been frustrated in their planning, and the public 
corporations have had almost equally disheartening experience. 
That these two should be the ‘residuary legatees’ for real re- 
sources when sharp adjustments were called for is not a comfort- 
ing thought. It is far removed from the smooth and widespread 
adjustment sometimes claimed as the virtue of monetary action; 
this is no gentle hand on the steering wheel that keeps a well- 
driven car in its right place on the road.’’ 


In an important sense this paragraph concludes the ‘‘diagnosis’’ 
section of the Report. In earlier paragraphs the Committee outlined 
a coherent and (to me) acceptable theory of the operation of the mone- 
tary and financial system. In the sections just reviewed it presented 
a critique and an assessment of the effectiveness of recent monetary 
measures. The next task facing the Committee was clearly that of 
prescription, and for the maintenance of consistency any prescription 
would need to be related to the ‘‘diagnosis’’ preceding it. 

It is to an analysis of the Committees ‘‘prescriptions’’ that we 
shall now turn. 


The Scope for Monetary Action: the General Position 
What may be called the ‘‘prescriptive’’ sections of the Report, 
at least so far as they relate to the use which can (and should?) be 
made of monetary measures in order to influence aggregate demand 
are, to my mind, the least satisfactory. This is not because they do 
not follow logically from the Committee’s theoretical discussion and 
the (rather unflattering) assessment of the performance of monetary 
measures in the 1950s, but because they are insufficiently bold and 
40 This sentence does not seem inconsistent with the lag of 18 months sug- 


gested in footnote 36. 
CL 
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clear-cut. The Report presented by the Committee was unanimous, 
As I have hinted earlier it is usually necessary, in any Committee, 
to purchase unanimity at some cost in clarity and precision. Whether 
this was the case with the Radcliffe Committee it is impossible to 
say.41 The hesitancy of the proposals—‘‘suggestions’’ would be a 
better word—the Committee has to make regarding the use of the 
monetary weapon may reflect such sacrifices. 

As we have seen the theoretical analysis undertaken by the Com- 
mittee assigns a central place to the structure of interest rates. 
Logically, therefore, one might well expect the Committee to recom- 
mend a positive policy of manipulation of the rate structure. In prae- 
tice, it does nothing of the kind. Its first reason for rejecting the logic 
of its own theory as far as the short-run is concerned is that, to be 
effective, movements in rates would have to be considerable; that is, 
the ‘‘gear’’ would have to be changed. Moreover, movements would 
probably need to be frequent. This type of policy the Committee 
feels is unacceptable partly because of the likely effect on confidence 
abroad of a flood of liquidity designed to push rates down, and partly 
because ‘‘reasonable’’ stability in rates is held to be a necessary con- 
dition for the development of financial institutions. The Committee 
then argues that a policy of stable rates is unacceptable since, in 
effect, it provides no check on the monetisation of the national debt 
and refers to Federal Reserve experience in 1945-51 in support of 
this contention. Finally the Committee rejects a ‘‘passive’’ policy 
on the part of the authorities since the problems of new government 
borrowing and refinancing mean that the-authorities cannot be indif- 
ferent to the rate structure and levels.42 The Committee is, I believe, 
to be congratulated upon this statement of the central dilemma con- 
cerning interest rates. Its resolution of the apparent impasse also 
appears to me to be sensible and proper. For what it argues is simply 
that the proper determinants of interest policy are long-run rather 
than short and that the authorities must conduct their interest policy 
—and thus their debt operations—on the basis of this aspect of 
matters, which means (though this is not expressly stated) upon the 
basis of a conscious policy regarding the relative share of investment 
(i.e. the desired rate of growth) .4* This does not mean that the impact 
of interest policy in the short-run must be neglected. It does, however, 
imply that where there is conflict, as there often is, between short 
and long-run considerations regarding interest policy, the dominant 
influence must be ascribed to the latter. The illustration the Committee 
gives is the justification for keeping rates relatively high in the face 
of a (temporary) decline in investment if there is long-run tendency 
for investment plans to outrun resources. Since I think the central 
problem of British interest policy is to combine ‘‘low’’ rates in the 
long run with effective restraint of aggregate demand in the short run 


41 cf. para. 15. 
42 Paras. 487-97. 
43 Para. 498. 
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I would have preferred a different example and a different emphasis. 
But logically the Committee’s statement of the focal dilemma and its 
resolution of it seem to me to be wholly praiseworthy. 

The Committee then turns to the problems associated with the 
conduct of monetary policy in the short run and it is in these sections 
the Report is at its weakest. This is well illustrated by the Com- 
mittee’s discussion of the problem of controlling bank lending. 

Its first recommendation is that the 30 per cent liquidity rule, 
like the 8 per cent rule relating to cash, should be made absolutely 
explicit. It then admits that this rule cannot restrain the banks 
because of their ‘‘substantial eushion of short-term Government 
bonds’’.44 Following its analysis boldly it then exhibits considerable 
scepticism regarding the capacity of the authorities to restrain switch- 
ing from bonds into advances by raising interest rates. A clear infer- 
ence from this is that some additional power over bank lending is 
essential. Recognizing this the Committee ‘‘incline(s) towards a 
straightforward power to raise the 30 per cent liquidity requirement 
to some higher percentage’’.4° It then weakens this suggestion by 
writing : 

‘“We should find it difficult to justify drastic action of this 
kind, unaccompanied by a general restriction on all classes of 
lenders, except in a situation with which we shall deal below 
[this reference relates to an ‘emergency’ situation]; in any 
ordinary situation we cannot find that there would be sufficient 
advantage to justify discriminatory action against the banks.’”4¢ 


The Committee then weakens the already weakened recommen- 
dation even further by arguing that ‘‘if it should appear desirable 
to reinforce the authorities’ power by raising the minimum liquidity 
ratios of the banks appreciably above their present levels, the prac- 
ticability of imposing comparable restraints on other groups of finan- 
cial institutions should be considered’’.4? This is reminiscent of a line 
of thought once urged in the United States by Mr. Marriner Eccles.“ 
The implication of the next two paragraphs, however, is that any 
such extension of the authorities’ powers would be administratively 
very difficult. Finally the Committee retreats completely from its own 
analysis and writes: 


“6 


. we do not consider such an elaborate extension of com- 
pulsory powers to be justified in the conditions immediately 
before us.’’49 


This judgment is then immediately qualified by the further sentences: 


‘In times of emergency we believe that the rough justice of 
the blunter measures we propose . . . would be inappropriate. 


44 Para. 506. 
45 Para. 508. 
46 Tbid. 
47 Para. 509. 
48 Marriner Eccles, “The Defence of the Dollar’, Fortune (November 1950). 
49 Para. 511. 
C3 
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But it is not impossible that there may be longer periods, not 
amounting to emergencies, in which excessive liquidity persist- 
ently embarrasses the authorities. . . . In such circumstances 
an extension of direct control over credit-giving to cover institu- 
tions besides the banks would reinforce the efficacy of the res- 
traints imposed on the banks, as well as having the appeal of 
equity, and it might therefore be necessary to accept this degree 
of interference with business, and to overcome the practical diffi- 
culties, which such a wide-ranging scheme of registration and 
direction would entail.’’>° 
No doubt many interpretations of these and the surrounding 
(but unquoted) passages are possible. Since the Committee admits, 
however, that the existing controls over bank lending are technically 
ineffective and that the control of bank lending is a necessary—but 
not sufficient—part of any overall control of the availability of 
finance—the quoted passages only make sense if there is an implicit 
assumption that, so-called emergencies aside, monetary measures are 
to play little (if any) part in the short-run control of the economic 
system. Given this assumption it matters very little whether the 
authorities possess the technical means to control this or that. The 
Committee quite clearly makes this assumption for it writes: 


‘We envisage the use of monetary measures as not in the 
ordinary way playing other than a subordinate part in guiding 
the development of the economy.’’5! 

Now this assumption formally validates the argument. Nevertheless 
in view of the very brief discussion of alternative methods of economic 
econtrol—that is, fiscal policy and direct controls*2—it seems to me 
surprising that the Committee felt able to make such a strong assump- 
tion regarding the proper amount of monetary policy which is to be 
included in the ‘‘optimum mix”’ of policy devices—particularly when 
a very strong assumption was necessary to validate its arguments. 
Only one argument is brought forward in justification of this position: 


‘‘One of the outstanding disadvantages of monetary meas- 
ures is that the less objectionable they are in other respects the 
slower they are to achieve their effects. If economic diagnosis— 
especially the problem of assessing the course of the total pres- 
sure of demand—can be prompter and more accurate, there can 
be more reliance on monetary measures.’’58 
I am myself fully persuaded that fiscal measures are the more 

powerful control devices. But except when a politician of unusual 
determination, integrity and influence is at the Exchequer, I am far 
from convinced that the degree of political (let alone administrative) 
flexibility in the fiscal field is sufficiently great to permit complete 
reliance upon the fiscal devices as the means of short-run economic 


50 Para. 511. 
61 Para. 511. 
62 Paras. 514-7. 
53 Para. 519. 
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control. Are the ‘‘ fiscal lags’’—that is, the period between ‘‘economic 
diagnosis’’ and the ‘‘bite’’ of the resultant fiscal measures—so much 
shorter than the corresponding lags in the monetary field? This is, 
so far, largely a matter of ‘‘judgment’’. Possibly economic research 
in the future will provide us with the means of making a more precise 
evaluation. But in view of the prevailing uncertainty I should have 
thought that the arguments for improving the capacity for monetary 
control were overwhelming, particularly in view of the United King- 
dom’s weak reserve position and the general lack of flexibility and 
room for manoeuvre which inevitably exists in economies committed 
to the policy of maintaining full employment.*4 Moreover, the ‘‘ degree 
of interference with business’’ is not related to the existence of addi- 
tional financial controls but to their exercise. There seems little to 
be lost and a great deal to be gained by increasing the authorities’ 
armoury. I believe that the Committee was only able to avoid a similar 
conclusion, and recommendation, by making an unusually strong, 
and not very strongly supported, judgment regarding the role of 
monetary measures in the conduct of short-run policy making. In 
short, like the Committee I believe that forewarned is forearmed. 
But I also believe that if it is not always possible to be forewarned 
there is some merit in being forearmed. This is a view which, more 
particularly in the field of national defence, still commands an inter- 
national fnllowing. 


The Scope for Monetary Action : Emerg? :cy Situations 


The Committee’s discussion of what it calls ‘‘emergency situa- 
tions’’ gives only two examples of these: the first is a ‘‘catastrophic 
slump’’, the second the threat or presence of a headlong inflation. 
In the first case the Committee accepts and repeats the familiar argu- 
ments concerning the limitations of monetary policy as a reflationary 
device. Its conclusion is that ‘‘in these circumstances a government 
must place its main reliance on other measures. Monetary conditions 
ean be made propitious, but that is all.’55 Few economists will dis- 
agree with this judgment. 

In its discussion of the second ‘‘emergency’’ the Committee first 
disposes of the view that some quantity can be identified, the statutory 
control of which would solve the problem. This is, of course, an explicit 
and welcome denial of the dangerous and delusive doctrine of ‘‘auto- 
maticity’’. The Committee indeed goes further and expressly states 
that ‘‘reliance must be placed upon the ability of the authorities to 
identify the development of a dangerously inflationary situation (as 
defined above) and that there should be standing provision for such 
monetary measures as could substantially help to check such a develop- 
ment’’. For this purpose it recommends ‘‘a combination of controls 
of capital issues, bank advances and consumer credit’’,§* feeling that 

54 cf. D. C. Rowan, op. cit. 


55 Para. 521. 
56 Para. 524. 
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their usefulness in an emergency outweighs their associated dis- 
advantages. In making this recommendation the Committee makes 
it clear that capital issues control for such purposes must be quanti- 
tative and not, as in the 1950s, qualitative. For the banks the Com- 
mittee proposes a restriction of the proportion of advances to deposits 
which is, from the formal point of view, very similar to the prescrip- 
tion of an L.G.S. ratio. Finally, it suggests that ‘‘If the crises were 
prolonged, it might be necessary to impose comparable restraints on 
other financial institutions’’.5” 

In these passages the Committee comes close to recommending 
the ‘‘standing provision’’ of precisely those forms of monetary control 
which it had previously rejected. Few students of monetary policy 
would dispute the wisdom of the recommendations. Many, however, 
would dispute the wisdom of relating these recommendations solely 
to an ‘‘emergency’’—at least as this term is interpreted by the Com- 
mittee. For my part, 1 would widen the definition of ‘‘emergency”’ to 
embrace the types of situation which the United Kingdom experienced 
during the 1950s and thus suggest that the powers proposed should 
be permanently available, though not necessarily regularly deployed 
in action. This step would at least have the merit of eliminating the 
need to discuss whether a ‘‘crisis’’ was or was not an ‘‘emergency’’ 
before the new powers could be introduced and employed. Possibly 
by its phrase ‘‘standing provision’’ the Committee means ‘‘ perman- 
ently available’’ but this interpretation is difficult to reconcile with 
its earlier discussion of the role of monetary policy in more ‘‘normal’’ 
circumstances. On the other hand, the linking of these powers with 
‘“‘emergency’’ situations may well have been a tactical move designed 
to forestall criticism from the defenders of financial and monetary 
orthodoxy. Unfortunately the result is to confer upon the Report as 
a whole a degree of ambiguity and an impression that it reflects two 
opposed views, which may well have the result of allowing the critical 
problem of sharpening monetary techniques to be avoided on the 
grounds that this is only necessary if ‘‘headlong inflation’’ threatens 
or a catastrophic slump occurs—both of which are, after all, events 
of extreme improbability. 


Conclusions 

Before attempting to set out any judgment on the Report of the 
Radcliffe Committee let me emphasize once again that this article 
has been concerned only with a relatively small part of the vast field 
covered by the Committee. To give three examples: this article has 
made little or no reference to the Committee’s discussions of the 
international aspects of the British monetary system, the status and 
organization of the Bank of England, and the great need for improved 
economic and financial statistics. Each of these subjects is considered 
at length. Their importance cannot be denied. Nor can the value of 
much that the Committee has to say about them. Nevertheless, as a 


57 Para, 524. 
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result of a deliberate choice, they have had to be neglected. The con- 
clusions set out below are therefore limited in scope, and should be 
interpreted with their limitations clearly in mind. 

In the particular field to which this article has been confined 
there can be little doubt that the Committee has, at least in so far 
as it has concerned itself with diagnosis, done its work well. It has 
presented a recognizable and consistent monetary theory which repre- 
sents a logical development of the work of Keynes. And it has used 
this theory to provide a framework within which to assess British 
experience during the 1950s. That assessment, though in general un- 
flatteringly sceptical, is careful and scholarly. Those who, in the face 
of the Committee’s review, would form a more favourable opinion of 
the impact of monetary measures in recent years, are placed under 
an obligation to produce further evidence. And this is certainly to 
the good since, in some circles, monetary policy possesses a ‘‘mystique’’ 
of its own. 

It is when the Committee turns from diagnosis to prescription 
that it becomes difficult to avoid a critical tone. The ‘‘prescriptive’’ 
sections of the Report seem indeed to consist of a somewhat dis- 
organized retreat from the implications of the earlier analysis. To 
take one example: the Committee, following boldly upon its theory, 
makes a good deal of the possibilities of debt management as a means 
of monetary control. It is referred to as ‘‘an instrument of singular 
potency’’ and ‘‘the fundamental domestic task of the central bank’’. 
In practice, however, the Committee plainly does not recommend any 
substantial reliance on interest rate policy as a short-term regulator 
of aggregate demand. A similar ambivalence can be detected in its 
attitude towards the control of bank advances. In general it assigns 
monetary policy a minor role in short-run economic control save in 
improbable ‘‘emergencies’’. There is, of course, not necessarily any- 
thing inconsistent in this behaviour provided it is assumed that an 
adequate degree of short-run stabilization can be, and will be, secured 
through fiscal and administrative devices. But these are certainly 
rather ‘‘strong’’ assumptions which are nowhere justified in the 
Report.58 This, I believe, is the central weakness of the Committee’s 
Report (as opposed to its position). It stems from the Committee’s 
initial failure to discuss, in sufficient detail, and state its conclusions 
upon, the relevance of effective monetary management to the objec- 
tives of economic policy, the potentialities of alternative control 
devices, and the proper role of monetary policy in the short-run con- 
trol of the economy. One has only to differ from the Committee’s 
(largely implicit) conclusions on these fundamental issues to arrive, 
on the basis of the Committee’s own diagnosis, at radically different 
recommendations. Of course, the Committee may be right. Unfor- 
tunately the Report does not demonstrate whether it is or not. This 


58T could not help wondering whether a hypothetical committee of similar 
distinction, appointed to enquire into the operation of fiscal devices, might not 
have reached a very different conclusion and assigned far greater short-run 
importance to monetary devices. 
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is perhaps an unfair criticism since in the present state of economic 
knowledge a completely convincing demonstration of these proposi- 
tions would searcely be possible. The real criticism of the Committee 
is that on a number of fundamental issues it does not argue but 
assumes. As I have already indicated, since I am myself somewhat 
more sceptical of the practical possibilities of fiscal control I would 
have preferred a bolder set of recommendations and the assignment, 
to monetary measures, of a somewhat more important place in the 
authorities’ armoury. 

This criticism (if valid) is a serious one. Nevertheless, as a 
judgment even on those sections of the Report discussed in this 
article, it is incomplete. The virtues of the Report’s examination of 
monetary policy far outweigh its defects. In particular the Report 
has the great merit of pointing the way to, and indeed encouraging, 
the further study of monetary economics. Nor does it neglect to 
indicate those issues on which further study is urgently required. The 
central theoretical concept of the ‘‘whole liquidity position’’ is one 
of these; the problem of trade credit is another; the doctrine of the 
‘‘three gears’’ is a third. The Report should, therefore, be particu- 
larly fruitful in stimulating research. Thus far it has had a mixed 
reception. In the somewhat longer run, however, I believe that it 
will be judged far more favourably. To those who expected a clear 
and concise specification of the future of monetary policy and its 
techniques the Report must seem, at least initially, something of a 
disappointment. Upon reflection, however, it is clearly wrong to blame 
the Committee for failing to give such a specification—for we simply 
do not know enough about the workings of monetary measures to 
provide it. Possibly—as I have tended to argue—the Report has 
carried scepticism too far. When all is said and done the problem of 
short-run economic stabilization is always with us, and must be faced. 
Nevertheless, in a field in which there has been so much dogmatism 
in the past—and no doubt will be in the future—there is a lot to be 
said for scepticism provided it is constructive and stimulating. In 
my view the Committee’s scepticism is both. We have good reason to 
be grateful to it. 

D. C. Rowan 


The University of New South Wales 
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TARIFFS, PROTECTION AND THE TERMS OF TRADE? 


I 
It has been generally taken for granted by economists that: 
An import duty . . . will increase the marginal efficiency of 


investment in industries producing goods identical with or 
similar to those hit by the duty; it will diminish the marginal 
efficiency of investment in industries that make use of such 
goods and that produce goods complementary to them.? 
In short, a tariff protects. Professor Metzler, on the other hand, in 
a remarkable article has argued that a tariff might not always have 
a protective effect. He derived a formula to show that: 


. when the foreign demand for a country’s exports is inelastic 
; a tariff far from protecting industries competing with 
exports at the expense of the export trades, may actually benefit 
the latter at the expense of the former.’ 
He pointed out that the traditional analysis ignored the indirect 
effects that would follow the change in the terms of trade as a result 
of the tariff. An artificial restriction of demand for imports in the 
home country would cause an excess supply of world exports and a 
fall in their price. This would tend to raise the price of the home 
country’s exports relative to the price of its imports. If this latter 
terms of trade effect were sufficiently strong, the initial trend in the 
domestic price ratio could not only be arrested, but reversed, and a 
reduction in the domestic price of imports relative to the domestic 
price of exports would occur. If this were the final outcome then 
resources would flow away from the protected import-competing 
to the export industries. The policy of protection would be not only 
ineffective but actually harmful to those industries it sought to protect. 
Professor Metzler has used his conclusions to criticize the well- 
known Australian tariff report published in 1929.4 As the findings 
of this report have provided the theoretical justification for Aus- 
tralian tariff policy since 1929 it is worth while briefly to enumerate 
them so that we may see how they are affected by Professor Metzler’s 
article. The report found that a tariff reduction would have: 


1. Unfavourably affected the Australian terms of trade. 


2. By lessening the relative scarcity of labour reduced real 
wages and increased rents. 


1 The present form and content of this paper owes much to the encouragement 
and advice received from Dr. I. F. Pearce and Professor T. W. Swan of the 
Australian National University. 

2 Tibor de Scitovsky, “The Theory of Tariffs’, The Review of Economic 
Studies (Summer, 1942), pp. 89-110. 

3 Lloyd A. Metzler, “Tariffs, the Terms of Trade and the Distribution of 
the National Income”, Journal of Political Economy (February 1949), p. 19, 

4The Australian Tariff. An Economic Enquiry (Melbourne, 1929). 
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3. Reduced the diversity of occupations and opportunities and 
decreased the stability of the national income by making it 
more dependent on the seasons and the vagaries of overseas 
markets. 

Reduced the standard of living of the existing population. 
Tended to eliminate certain strategic industries. 

Prevented the development of Australian industry and the 
attendant economies of scale. 


Pr > 


Professor Metzler argued that the first two of the above con- 
clusions were inconsistent. He maintained that the adverse terms of 
trade effect following a reduction in the tariff could, in Australia’s 
case, actually protect industry and thereby raise real wages and 
reduce rents.5 If this were so then the remaining conclusions would 
be equally inconsistent. Furthermore, whilst most of the above argu- 
ments are made because of particular Australian conditions, the 
infant industry case is one economic argument in favour of a tariff 
that has generally been supported by economists—even such ex- 
ponents of orthodoxy as John Stuart Mill, Alfred Marshall and 
Frank W. Taussig having given it their cautious approval. In view 
of the importance of this topic, in particular so far as Australia is 
concerned, it seems to be a worthwhile task to attempt a reconciliation 
of the divergent viewpoints. 

In this paper we intend to analyze Professor Metzler’s formula 
carefully. It will be suggested that he has failed to carry his analysis 
sufficiently far and that when this is done with the use of a two-good 
algebraic model the likelihood of the appearance of his perverse case 
is extremely remote. Finally, it will be argued that there are serious 
limitations in the analytic use of offer curves because supply re- 
actions tend to be ignored, and that it is essential that any elasticities 
derived from such offer curves should be carefully defined. 


II 


Professor Metzler’s formula® for the critical elasticity at which 
the protective effect is zero can be expressed as E;’ = 1— Cz where 
E;;’ is the foreign elasticity of demand for imports and C, the home 
country’s marginal propensity to consume imports. He has followed 


5In this paper we are not concerned with Professor Metzler’s qualification 
of the Stolper-Samuelson theorem which argued that a tariff would increase not 
only the relative but the absolute share of the scarce factor of production 
employed in the protected industry. This theorem, with its severe limiting assump- 
tions, has already been extensively criticized so that any proof of the invalidity 
of Professor Metzler’s qualification would be pointless. The reader is referred 
to H. G. Johnson, International Trade and Economic Growth, p. 17, footnote 1, 
where most of the literature on the subject is listed. 

6In a later article Professor Metzler developed a more elegant result, but 
as he considered his original attempt as “. . . probably satisfactory for most 
practical purposes” we shall, for the sake of simplicity, and because it does not 
affect the argument, use his earlier formula. See L. Metzler, “Tariffs, Inter- 
omg _— and Domestic Prices”, Journal of Political Economy, vol. LVII, 
pp. 345-51. 
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the Marshallian convention of associating a positive sign with a 
negatively sloped demand curve. His formula says in words that: 


. if a tariff is to leave domestic price ratios and the dis- 
tribution of income within the taxing country unaltered, the 
foreign elasticity of demand for that country’s exports must be 
equal to the difference between unity and the marginal pro- 
pensity to import of the country imposing the tariff. If the 
foreign elasticity of demand is smaller than this, the tariff will 
cause the domestic price of imports to fall relative to the 
domestic price of exports. 


It is possible to obtain Professor Metzler’s result by total dif- 
ferentiation of the balance of payments identity in a two commodity, 
two country model. Assume as Professor Metzler does that: 


1. There are two countries—country I and country II. 

2. There are two commodities and each country produces some 
of its importables. 

3. The balance of payments is in equilibrium at all times with 
full employment. 


Notation 


Some notation has been introduced. The remainder is given now. 
Good one is the domestic country’s exports, good two its importables. 
X;, X2 are the total quantities consumed at home of the two goods. 
C, and C2 are the respective marginal propensities to consume goods 
one and two in the domestic country. Primes denote the foreign 
country. X,’ is the foreign country’s total consumption of good one. 
X,’/—x, is the foreign country’s supply of good one, ete. Little x, 
and x2 are the domestic country’s exports and imports respectively. 

Absolute prices at home are given by p; and pe; abroad by 
qi and qe. All prices appear finally as price relatives. To economize 
on the use of symbols let us define: q2o/p2 = 7; Po/P1 = P; G2/di = G3 
q:1/q2 = 1/q ete. where p; = qy with no tariff levied on good one 
and no transport costs. py and q; are assumed to be unity by choice 
of units. 

We commence with our basic balance of payments identity 
derived from assumption three. 

PiX1 = Q2X2 
or 

Xi; — pXor oe o° ee oe oe oe ee (1) 
Differentiate this identity logarithmically (totally) with respect to 
a change in m introduced by a tariff. Then 

dx; = dp(x2)m + p(dx2)m + p(xe)dx 
and substituting for x; from equation one we obtain 

dp/p __ dx, 7 axXo 7 

na a & is" na a ‘a ea (2) 


Where p does not change then the L.H.S. of equation two is zero. 
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In this case the percentage change in x is the sum of the percentage 
change in 1/p and q. When there is no change in 1/p then 
dar dq 


7 q 
remembering that p; = qi. Hence the first term on the R.HLS. of 
equation two can be interpreted as the foreign elasticity of demand 
for imports, and the second term as the home country’s elasticity of 
demand for imports. 

As x2 = f(1/p;Y/pe) —g(1/p), or demand for good two less 
supply of good two, and 1/p does not change then the change 
dx. in equation two must be income effect only, i.e. it must be 


aXe : . , 
a¥/pa) d(Y/pe) where d(Y/p2) is the change in real income 


measured in units of good two. At full employment the value of all 
changes in production will net to zero hence d(Y/pz2) must be simply 
the change in real tariff revenue, (1—7)Xe, i.e. tariff revenue ex- 
pressed in units of good two. Therefore, 

d(Y/p2) = —d(m)x2 + (1—r)dxo. 
Thus the second term on the R.H.S. of equation two 





d ax dx <dty, * 
a _ or | * — P2 
Xo dz a aay a ) eg (1 ) Xo la: 1— C2(1— 7) 


remembering that 0X2/d(Y/p2) = Ce, the home country’s marginal 

propensity to consume importables. If there is to be no alteration in 

the domestic price ratio, p, then from equation two it is necessary that 
a 1— Cp 

sina i—¢,(i—~s) 
where Ej,’ is the foreign elasticity of demand for imports, to which, 
in the conventional Marshallian manner, a positive sign has been 
given. 

This formula is similar to that derived by Professor Johnson’ 
for the case where a tariff exists in the initial situation. Our formula 
differs from his because of the different definitions of the tariff rate 
that we have employed and because he has assumed his external 
terms of trade to be unity by choice of units. It can be seen that 
when there is no tariff in the initial situation both our formula and 
that of Professor Johnson reduce to Professor Metzler’s. 

The obvious difficulty with this approach is that the second term 
of equation two cannot really be interpreted as a Marshallian elas- 
ticity. It is, in fact, a total elasticity of demand for imports in the 
foreign country which is dependent among other things on the 
elasticity of foreign supply. We cannot, therefore, infer anything 
regarding its sign or magnitude from the theory of demand. Similar 
objections apply to the third term. In order to make it possible to 





7 Jagdish Bhagwati, “Protection, Real Wages and Incomes”, Economic 
Journal, December 1959, footnote 3, pp. 746-7. 
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draw qualitative conclusions it is necessary first to express these 
total elasticities in terms of the more familiar partial elasticities upon 
which it is possible to set a sign. This we now proceed to do. 


IIT 


In order that an algebraic model may be developed it is necessary 
to introduce further assumptions and notation. These assumptions 
do not affect the content of Professor Metzler’s formula but they 
do allow a more detailed and interpretable form of it to be presented. 
The model makes use of the development of the theory of demand,’ 

8P. A. Samuelson, Foundations of Economic Analysis, chapter V. 
particularly the division of the elasticity of «; into substitution elas- 
ticity sy and income effect [P;/P,X,]C, where X; is the quantity 
consumed of the ith good, p; its price and C, the marginal propensity 
to consume the ith good. Use is made of the following properties of 
substitution elasticities : 

(1) su is negative 


PX 
(2) si = sy lex 


We note also the following properties of supply elasticities where 
S, measures the change in output of good i due to a change in the 
price of good j. 

(1) Su +S y—0 for two goods. 

(2) Su is positive. 

P dx; dxs 7 

We proceed by solving for a = an <a 
in terms of the parameters of supply and demand equations. 

With two goods, total foreign demand for good one may be 
written as a function (f) of the relative price (1/q) and total con- 
sumption in units of good two (Y’).? Likewise the foreign supply 

9 For a justification of the assumption that demand is a function of prices 
and consumption rather than prices and income—where consumption in this sense 
includes investment expenditure—see I. F. Pearce, “Demand Analysis and the 
Savings Function”, Economic Record, April 1958. 
of good one may be shown as a function (g) of the relative price 
(1/q). 

Foreign demand for exports (x,) is total foreign demand for 
imports less foreign supply. Thus 


x, = f(1/q;Y’) —g(1/q). 


of (2) 


Hence 

dx, ox,’ (;) ox,’ , 0(Xy’ — x) (;) 
— = —. d/-}) + — > dy’ — ——.— d [-- 
Xy ~~ (;) q x; 0(Y’) - (;) q 


or in our partial elasticity notation 


dx; x,’ 1 1 OX,’ X)’—x, (; 1 
ax, _ ai-\{* +, 4 ——_ = s.8(-- .. @ 
Xy Xi €11 ()/ + x10(Y ) Xi 11 NE ( ) 
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The multipliers preceding the elasticities are weights reflecting the 
proportion of total consumption of importables produced by the 
importing country. 

Given full employment without inflation, total demand must 
always equal total supply. This yields the absorption identity 
Consumption + Investment = Production + Imports — Exports. 

With no tariff receipts in the foreign country we have 


Y’ = 1/q(Xiy’ — x1) + X2’(K2+ X2) 
alter) g VO fl) Om) 8 
or dY’ = d( Tes ada a(=) + a(‘) 


q (=) q a (2) q 
q q 


which since changes in production at full employment net to zero 
reduces to 


dz’ «a (7) (X1’ — x) 


Substitute in equation three for dY’ and we obtain 














dx; 7 __ Xi, ,d(@/a__ Gi’ d(a)/a_ py_, 1 
i dem d(w)/e 1, Ge) fe OY) 
q 
Xi’—Xiq ,4(q)/q 
+ Su Gaye ee A) 
Similarly 
dx2r X2 d(p)/p dX. dY X.— d(p)/p 





X2 
Soo 
2 


Koda XX " d(m)/a | x20(X) da/n x d(x) /x *" (5) 
Using again the absorption identity we obtain the changes in income 
for the hame country 
or Y = (X,+%:) + p(X2—Xe2) + (p(1—7) xe. 

This time we have an extra term on the R.H.S. representing the 
tariff revenue expressed in units of good one. Proceeding as for dY’ 


Fe = ye || Kee) + 2a) p| — am + PU) des 





dr  dn/x 
Substitute for dY in equation five and 


dp/p = ort Citta +h a wl = **82| lla 














Axor n/m | Xe 
Xod7r ~ 1 ed Co aa Cor 
bi se we 28 (6) 
We also know that z= ; from which it follows that 

dx __dqa__ dp 
Fo q P. 

Oe bts Se 
OF axq + pdr 
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Using this relationship we may now substitute for oi and 

1 Tv 

> *. in equation two and get 

X2 dr 

>, ar , &1—X) Xi/—x; , 

dp/p __ 11+ E ee 

dx/x x,’ x; =< x : 

a/ 3 as en’ + C,’ —_— . 1 S1'| “* os 





X2—x X2—x 
| Cs 242 a 242 Seo 
Xa X2 
which when broken into substitution effects and marginal propensities 
to consume yields 


1+A eS si’ — OC,’ — * = S| — C2 
Xi X1 








dp/p _ 
dn /x _ 











1+A 6 su — Cy’ — _— Su + ae s22 — Ce 
Xi X2 


X1 





Xe—X2 


a 





where A = 1 — C2 + Cz and is the multiplier due to the tariff load- 
ing. As Professor Metzler’s case contained no initial tariffs, for pur- 
poses of comparison A should be taken as unity. Even if initial tariffs 
were to be allowed for the effect of A could be neglected as it would 
approximate closely to unity, q2 being less than pe by the amount of 
the tariff. If, for example, we assume a 100% tariff and a marginal 
propensity to consume of 4, A would be reduced to only -75. 

The R.H.S. of equation seven can be interpreted as the rate 
of change in the domestic price ratio p due to changes in the tariff. 


It must be remembered that a will be negative for an increase in 
TT 


the tariff. Hence a positive movement in = requires that the L.H.S. 
of equation (7) should be negative. Should the absolute change 
in p be required then it is necessary that the numerator be multiplied 
through by —(dz/r). This would not alter the sign properties of 
the formula. In the event of dp/p equalling zero the denominator 
of our equation would disappear and Professor Metzler’s result for 
the critical condition in its now expanded form is obtained. 

If the protective effect of a tariff is to be exactly cancelled out 
by a favourable terms of trade effect, then the ratio of domestic 
prices must be unchanged, ie. the R.H.S. of our equation must be 
equal to zero. So long as it is negative Professor Metzler’s perverse 
effect cannot operate. As the denominator on the R.H.S. contains an 
additional negative term it is obvious that the sign of the whole 
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is dependent on the numerator, except where the elasticities in the 
denominator are extremely, indeed impossibly, small (cf. below). In 
all normal cases if the numerator is negative then the R.H.S. will 
be negative. 

The condition ad a og protective effect requires that: 


—= a+ a aillaan’ + Cy >1—C,. 


It can be seen at a sila that the L.H.S. of this condition is 
the breakdown of Professor Metzler’s E,;’. It is composed of two 
substitution elasticities and a marginal propensity to consume imports. 
We are now in a position where we can decide upon its probable sign 
more accurately. Assuming as Professor Metzler does!® a two-com- 
modity world, it follows that C; (the tariff-imposing country’s mar- 
ginal propensity to consume its own exports) plus Ce are equal to 
unity. 

So that we may write for the critical condition: 








_ xy oe oy 
=, Su’ + CY +" Su’ 3 Gs 
or 
 .. 
Se i tha RY. 


In this guise the perverse case appears much less likely. The 
L.H.S. of the condition is positive (because s;;’ is inherently negative 
and §;,’ is positive). If a tariff were to fail to protect the import- 
competing industry, it would be necessary for the home country’s 
marginal propensity to consume its own abundant good to be not 
only greater than the world’s marginal propensity to consume the 


xy’ —*1 , 
Xi 


together. And whilst the substitution effect oa the supply elasticity 
can range between zero and infinity the marginal propensity to 
consume must be less than unity. Moreover, the probability is that 
C, would be less than C,’. Australia’s marginal propensity to con- 
sume wool, for instance, is not likely to be greater than that of the 
rest of the world. Further, if s:;’ is small, then it is probable that 
complementarity will tend to be high in both countries so that C; 
and C,’ will tend to equality and thus the smaller will become 
C, — Cy’. 

Even in the extreme case where there was no production of 
importables in the foreign country so that the multipliers and the 
supply elasticity disappeared from the formula, it is most unlikely 
that the difference between the two propensities to consume would 
be greater than the substitution effect. 

In the unlikely event of our numerator being positive it is 
mathematically conceivable that the denominator could also be 
positive. This indicates firstly a range of probable values of the 


same good but greater by the amount of So a and 





10 Op. cit., p. 8. 
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elasticities in which Professor Metzler’s perverse effect is impossible; 
secondly, a range of conceivable but highly improbable values of 
the elasticities within which the perverse effect could operate, and 
finally an unrealistic range of values in which the perverse case is 
once again impossible. We have seen that the condition for a positive 
numerator in the extreme case of no supply elasticity in the foreign 
country requires that —s,;’< C;— Cy’. In the ease of the denomin- 
ator, however, a positive result would require 


Xx,’ , Xe X2—Xe 





Soe << Cy’ — Cy 


and it can be readily seen that, in addition to the argument advanced 
above, the presence of the home elasticities of demand and supply 
of importables puts the possibility of a positive denominator out 
of the question. Furthermore, we have the presence of multipliers 
which in the case of the substitution elasticities cannot be less than 
unity. 

Though Professor Metzler has explicitly assumed a two-com- 
modity model, it may at this point be argued that if a third class 
of non-traded goods were postulated the above relations between the 
marginal propensities to consume would no longer be valid. This 
is so, but in the three-commodity case the offer curve technique and 
the conclusions drawn from it would also be invalidated. In fact, 
the result of the two-commodity model presented above is supported 
by the result obtained from a three-commodity model. The only dif- 
ference is that the conclusions reached in the three goods case are 
even more certain. For the sake of space only the two-commodity 
model has been developed here. A full three-good model will be pre- 
sented in a later article in another connection. 


IV 
In conclusion it may be said: 


1. It is virtually impossible that a tariff would fail to yield some 
measure of protection to the import-competing industry. Obviously 
the Brigden Committee in its report on the Australian tariff was 
correct in assuming that a tariff would tend to protect those industries 
producing goods similar to or identical with those hit by the duty. 
This does not mean that a tariff is economically or socially desirable. 
That is another question. 

2. The use of the concept of elasticity requires that it should 
be carefully defined and that the relevant elasticities should be readily 
identifiable in practice. 

3. There are obvious limitations and a serious risk of tautology 
in the use of the offer curve technique. It might yield results which 
say little more than that something will occur if it will occur. 


I. A. MeDovuagaLu 
Australian National University. 





THE MEANING OF PRODUCTION INDEXES* 
1. Terminology and formulae 


Recent discussion in this country of the uses of indexes of 
production emphasizes the importance of a general understanding 
of the meanings that can be given such indexes, which are by no 
means evident either from their names or the formulae by which 
they are constructed. A number of questions need to be raised. 
Production indexes being index-numbers, are the problems of inter- 
preting them confined to ‘‘the index-number problem’’? Does the 
absence of interpretative economic theory, such as that which has 
been applied to consumer price indexes, matter in the understanding 
of production indexes? If the use of production indexes, as is often 
said, should not be ‘‘pushed too far’’, what uses are they in fact 
unsuitable for? This paper attempts to bring together in summary 
form what can be said about theory, meaning, uses, measurement 
technique and terminology in this field. 

The terminology is far from self-defining. The expressions 
‘*production’’, ‘‘output’’ and ‘‘physical output’’ in themselves mean 
nothing when transferred from single products to aggregates of 
different products. The word ‘‘volume”’ is only a physical analogy, 
like ‘‘mass’’ or ‘‘weight’’. Some terms, like ‘‘constant dollars’’, 
**1948 dollars’’, ‘‘deflated values’’, suggest erroneously that the 
aggregate has been ‘‘corrected for changes in the value of money’’. 
The word ‘‘real’’ is applied to measures which are highly artificial 
—and sometimes stands for aggregates of things that can be bought 
(as in ‘‘real wages’’) and sometimes apparently for aggregates of 
things produced (as in ‘‘real product’’). The term ‘‘value at constant 
prices’’ is only a formula in words. In the remainder of this paper, 
for the sake of clarity, this term will be used throughout, as it does 
not go beyond the common formula used. It is necessary, however, 
to specify which variety of the general formula this term relates to, 
so that the particular type of measure meant at any time will always 
be clear. This is only to identify these measures; the questions of 
what they mean, and how they can be used, and whether the data 
they need can be found, will be considered later. 


There are, in general, three varieties of the formula: 


1. Quantities of output, weighted by prices of a given period. 
This type of measure is often applied to rural industries, and may 
be called the gross output formula. It is equivalent to taking the 
quantities of each product produced in the given period and re- 
valuing them at their prices in the base period; hence the term 
‘‘value of output at constant prices’’. 


*An expanded version of a talk given to the Canberra Branch of the Economic 
Society of Australia and New Zealand. 
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2. Quantities of output, weighted by prices, forming industry 
indexes which are aggregated by the use of industry ‘‘value-added’’ 
weights. (That is to say, the index for each industry is weighted by 
the contribution of that industry to total value of production in 
the base year. Total value of production—or net output, as it is 
called in some countries—means the value added by manufacture to 
the materials, fuel, ete.). The choice of the value-added industry 
weights is intended to overcome the difficulty of aggregation, espe- 
cially in manufacturing industries, where the output of one industry 
may be the input of another. These are the most common form of 
‘‘industrial production indexes’’ in use today. They are essentially 
gross output indexes, combined by the use of value-added weights. 


3. Quantities of output weighted by prices, from which are 
deducted quantities of input (materials and fuel used), also weighted 
by prices.! Indexes of this kind have been prepared for some manu- 
facturing industries in a few countries where statistics of input as 
well as output from factory censuses have been considered adequate; 
generally speaking the statistics are inadequate. The formula here 
is said to express at constant prices the value added in the various 
manufacturing industries; hence it may be called ‘‘value of pro- 
duction at constant prices’’. It will also be referred to in this paper 
as the net output formula. 

The net output formula is, on the face of it, adaptable to the 
estimation of gross national product at constant prices by extension 
to other industries beside manufacturing. As derived from the 
factory census the value added is approximately equivalent to the 
industry’s contribution to gross national product at factor cost, the 
main difference being that value added includes some services supplied 
by other industries. In practice, however, because statistics of inputs 
are much harder to obtain for non-manufacturing industries than 
for manufacturing, the gross formula with value-added weights has 
tended to be used instead in these industries. 

The net output formula is also used, in effect, in the common 
method of estimating gross national product at constant prices from 
the side of expenditure. Instead of gross output, the first term in 
the formula is ‘‘total market expenditure’’ (in the sense used in the 
Budget paper National Income and Expenditure, viz. gross domestic 
expenditure plus exports of goods and services), and the input item 
to be deducted is the value of imports of goods and services, instead 
of the value of materials and fuel. Each item is revalued at constant 
prices, and the difference between them is described as gross nationa' 
product at constant prices, though at market prices instead of factor 
cost. 

The input items to be deducted in the application of the net 
output formula to gross national product naturally do not include 

1 According to the formula suggested by Roland Wilson in Prices, Quantities 


and Values (paper read to the Victorian Branch of the Economic Society of 
Australia and New Zealand, September, 1937), p. 9. 
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depreciation; this has to be borne in mind in the interpretation of 
the results. 


The various concepts to which the formulae are applied may be 
illustrated by means of a diagram. 














PROFIT t 
INTEREST CONTRIBUTION TO 
WAGES GROSS NATIONAL 
PRODUCT AT 
VALUE | DEPRECIATION FACTOR COST 
ae VALUE OF J 
ourTpuT | MISCELLANEOUS | PRODUCTION 
EXPENSES 
MATERIALS 
AND 
i FUEL 

















The lengths of the arrows denote the alternative versions of the 
value being measured at constant prices. Thus we have the following 
constant-price measures: value of output of a single industry or 
group of products, measured by the gross output formula; value of 
production of a group of industries such as the manufacturing group, 
measured usually by the gross output formula with value-added 
weights, but in part, in some countries, by the net output formula; 
and gross national product, measured mostly by extension of the 
gross output formula with value-added weights, but alternatively by 
application of the net output formula to gross domestic expenditure 
plus exports. 

To these standard measures must be added a fourth which has 
some currency: gross national product at constant prices, adjusted 
for changes in the terms of trade.2 This is not a measure of ‘‘pro- 
duction’’ in the same sense as the other measures; it would rise if 
import prices fell, with no change in output of any product. As the 
export component of production is replaced by a measure of the 
imported goods and services which those exports would buy, this 
measure is transformed into a form of ‘‘real national income’’, viz. 
gross national income at constant prices of the goods and services 
comprising gross domestic expenditure. 

Each of these four measures has at times formed the numerator 
in a measure of ‘‘productivity’’, the denominator being some index 
of employment or man-hours. 


2. Meaning 


Study of these formulae and their applications suggest that the 
word “‘production’’ is being used in two senses: (a) the flow of 
goods and services representing output at a given measuring-point— 
what comes out, and (b) the process by which value is added to 
goods and services by factors of production—what is done in the 


2W. E. G. Salter: Statement of Evidence, 1959 Basic Wage Case. 








ww 





—_— 





ot Fo @&mFeoso 


~ 





res VN CD 


_ 


oe ™ Ch we 


-— BOO Ww rR tt he @ 








1961 PRODUCTION INDEXES 85 


eourse of turning them into other goods and services. In the first 
sense production is measured by the gross output formula. The net 
output formula is evidently intended to measure production in the 
latter sense, which must be the sense in which the word production 
is applied to groups of industries, and to the economy as a whole. 
The only aggregate pertaining to the whole economy to which the 
gross output formula can be applied is gross domestic expenditure, 
as this is the only aggregate representing a flow of goods and 
services; on the production side the aggregate is not a flow of goods 
and services but must be some quantitative equivalent of the value 
added by the factors of production—labour, capital and manage- 
ment—to purchased raw materials: imported goods, in the case of 
the economy as a whole. Gross national ‘‘product’’ relates to pro- 
duction in the second sense of the word. The gross output formula 
with value-added weights provides a summary of a number of 
indexes, each measuring the flow of goods and services from a par- 
ticular industry and therefore forming a production index in the 
first sense of the word. The use of value-added weights does not make 
the total index a production index in the second sense but leaves it 
a sort of hybrid, approximating the net output index only in con- 
ditions where the ratio of output to input of materials in particular 
industries does not change. 

Interpretation of the net output formula itself presents some 
difficulties. There is no problem in determining what this formula 
adds to the measurement of production that is missing from the gross 
output formula: that part of production due to the extraction of a 
given output from less raw materials, or resulting from the more 
complex processing of given raw materials. What is difficult is to 
interpret this estimate of the value added at constant prices; is this 
the ‘‘real’’ value of the work done by the factors of production, the 
‘‘real’’ value of the services supplied by them? There are special 
problems about this interpretation, which have been discussed briefly 
by some authors,‘ and which require further study. Failing this inter- 
pretation, it remains for the individual to decide what significance 
ean be attached to the difference between the values of two flows of 
goods and services, each at constant prices. 

It would be as well to begin by considering the significance of 
one flow of goods and services. If the special problems of the net 
output formula are left aside, and attention is turned to the simpler 
gross output formula, the problem is to interpret production as an 
aggregate of flows of goods and services, which means that it is the 
general problem of interpreting quantity indexes in economics. Here 
the best approach seems to be by way of comparison with price 
indexes. 

3 Roland Wilson, op. cit., p. 10. 


4 United Nations Statistical Office: Index Numbers of Industrial Production, 
Studies in Methods No. 1, New York (1950), Appendix D. 
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It is worth while to consider the ways in which quantity indexes 
differ from price indexes, in respect of their basic meaning, the extent 
of their foundation in economic theory, and in the popular images 
which they convey. Price indexes and quantity indexes are mathe- 
matically symmetrical; both are ratios of hypothetical values in one 
period to true values in another—in one it is the quantities which 
are hypothetical, in the other the prices. Both measure the average 
movement in certain economic series, summarizing their divergent 
components, and expressing their general tendency. However, their 
ultra-mathematical meanings are different. One is an average stand- 
ing for a price, that is, for an attribute; the other is an average 
standing for a quantity, that is, for an aggregate.5 The monetary 
weights in a quantity index, if the resulting index is itself to have 
quantitative significance, must convert the quantities into common 
units of measurement, which like all units of measurement should be 
equal in value. The weights must be like the calorific weights used 
to express quantities of different fuels in common units. A quantity 
index has two alternative interpretations, depending on whether one 
is prepared to attach this significance to the price weights or not. 
If one is, the index measures some significant aggregate, something 
common which underlies all the various component items, and which 
has significance in an economic sense, whatever one is prepared to 
call it. If one does not attach significance to the price weights, the 
index can measure only the hypothetical value of output which would 
have been achieved if prices had not changed—but this is an incom- 
plete hypothetical valuation, because the results still reflect all the 
effects of price changes on the structure of production though not 
the price changes themselves. Thus we have two alternative inter- 
pretations of quantity indexes: (1) as significant aggregates, and 
(2) as incomplete hypothetical revaluations.® 

In this respect a price index seems to be somewhat different. 
Although a price index also can be interpreted in two ways, one of 
which is an incomplete hypothetical re-statement of a current value, 


5 Compare the statement of A. F. Burns: “The Measurement of the Physical 
Volume of Production”, Quarterly Journal of Economics 1929-30, p. 259. 

“There is one important sense in which indexes of general prices and indexes 
of general production are not homologous. Conceptually, an index of prices is 
never anything but a measure of average price changes. An index of production, 
on the contrary, may be conceived either as a measure of average production change 
or else as a measure of changes in the aggregate of production. In so far as 
interest centres on an index of production for the light it may throw on the 
development of the economy, or the progress of economic well-being, it will be 
conceived in the latter sense alone.” 


6 For an alternative aspect of this hypothetical valuation see Edward E. 
Lewis, “Basic Problems of Index Numbers”, in Economic Essays in Honour of 
Wesley Clair Mitchell, New York, 1935, p. 290: “Since physical quantities usually 
exhibit a diversity of rates of change, a given change in physical volume can be 
summarized by a single figure only through the device of substituting for the 
actual changes in quantity an hypothetical common rate, such that the effect on 
the value of trade would have been the same as observed if all quantities had 
changed at this common rate.” 
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the other, as pointed out, is not an aggregate. Consumer price indexes, 
of course, are sometimes used to estimate aggregates to which signi- 
ficance is attached—the level or standard of living—and those who 
say for example that the standard of living has fallen approximately 
z per cent because of a rise of x per cent in a consumer price index 
are using the consumer price index in this way. But even here, there 
is a concept in economic theory to which this kind of estimation is 
tending—and to which there is no counterpart in a quantity index. 
As has been pointed out by Frisch and others,’ if we take the move- 
ment in the total value of the consumption expenditure of an indi- 
vidual, during a period in which he feels he is living equally well 
throughout, we have a meaning for the change in the ‘‘true’’ cost 
of living of that individual, even if he changes his pattern of con- 
sumption during the period. The various formulae for the price 
index, it has been suggested, can be considered as approximating 
to this concept. The standard is a subjective one, of course, but the 
step to an objective standard for practical index-number purposes 
appears to be relatively easily made. In so far as most people, includ- 
ing users of retail price indexes, can put themselves in the place of 
the hypothetical individual, and can appraise the particular fixed 
basket of goods which the index-maker sets up as his standard, the 
consumer price index will have a significance, dependent of course 
on the homogeneity of the community and the stability of its con- 
sumption habits. That is why it is possible to explain the concept 
underlying a consumer price index in simple positive terms—the cost 
of a given basket of goods—without introducing either hypothetical 
language or qualifications about the significance of aggregates. The 
basket may be ‘‘given’’, and will not continuously reflect current 
consumption. But this does not necessarily make it hypothetical as 
an image: its contents can always be bought, and the relevance of 
its changing actual cost can always be judged subjectively by the 
consumer. What a consumer price index approximately measures, 
for the community as a whole, is changes in the cost of a standard 
of living. 

One point should be cleared up here: the special popular image, 
and the special interpretative theory, appear to belong only to con- 
sumer prices indexes. Other price indexes, such as export and import 
price indexes, appear to be interpreted only as averages and as 
hypothetical restatements of given values. The same seems to be true 
of the quantity indexes to which these price indexes correspond; no 
one appears to interpret the value of exports or imports at constant 
prices as ‘‘significant aggregates’’. 

Attempts to find a common and measurable economie significance 
underlying commodities have been made from time to time in the 


7R. Frisch, “Annual Survey of General Economic Theory: the Problem of 
Index Numbers”, Econometrica, IV, no. 1, January 1936, pp. 11-13. See also 
M. J. Ulmer, The Economic Theory of Cost of Living Index Numbers, New 
York (1949), pp. 28-9. 
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application of indifference-curve techniques to the theory of welfare. 
The interpretation of real income by this means appears to have 
established that an individual consumer can be said to have found 
one combination of consumable goods greater than another if his 
market behaviour implies that he preferred it, but by how: much 
it is not possible to say. No extension of this approach to the com- 
munity as a whole appears to have been successfully made. But 
something like it seems to underlie the popular idea that there are 
such things as real income and real wages that can be measured. 
If quantitative significance is to be allowed these concepts, it must 
rest on the extension of the interpretation of consumer price indexes 
from individuals to homogeneous communities which was mentioned 
earlier. When it is said that a rise of x per cent in a consumer price 
index means a fall of approximately z per cent in the community’s 
real income, it is only a short step to measuring the movement of 
real income by dividing money income by the price index. This 
suggests that if the community’s consumption and production are 
identical, as in some primitive self-contained communities, a measure 
of aggregate production is as significant as a measure of real income, 
being identical with it. This seems to be as near as can be approached 
to a ‘‘welfare’’ interpretation of a production aggregate. 

When the same approach is made to the complex of goods and 
services making up the production of a modern community—includ- 
ing production for export, for capital formation and for the Govern- 
ment, no such interpretation appears to be possible. Two alternative 
approaches have been made from time to time in various forms. 
Production indexes have been interpreted as aggregates of ‘‘embodied 
resources’’ or ‘‘productive potential’’. Among others, Hicks® and 


8J. R. Hicks, “The Valuation of Social Income”, Economica (1940), p. 110. 
“So long as all the goods in question have a positive utility . . ., it is clear 
that the individual will always be better off in Situation II than in Situation I if 
the quantities of goods which were available in I are still available to him, 
though he rejects them for a preferred collection. This will be the case if the 
value of his purchases at II, valued at II prices, is greater than the value of his 
I purchase, also valued at II prices. For this condition ensures that the I collection 
of goods is still available in the II situation, though it is rejected in favour of 
the II collection.” 


9J. R. Hicks, op. cit., p. 121. 

In speaking of his attempts to determine by indifference-curve analysis the 
conditions in which one combination of products can be said to be greater than 
another, Hicks adds: 


“There can be no doubt that it would be extremely convenient if we could 
use it with a clear conscience to give us a theory of the social income as an index 
of production. Of course people do use it in this way; it is on this sort of structure 
that actual index-numbers of production are based; but it has to be recognized 
that it is extremely shaky from a theoretical point of view. Returns are not 
always constant; prices (ex tax) are not always equal to marginal cost; once 
these assumptions are dropped the whole argument loses its validity.” 


In a more recent paper, Hicks refers again to the possibility of measurement 
“in terms of the alternative outputs producible from the currently applied re- 
sources”, but his conclusion is again a negative one. (“The Measurement of Real 
Income”, Oxford Economic Papers, June 1958, pp. 161-2.) 
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Pigou’® have commented on this approach. However, no rational 
basis for it appears to have been established. Another approach has 
been to express the measure of production at constant prices of con- 
sumable goods," or in effect, by allowance for the terms of trade, at 
constant prices of the components of domestic expenditure.? As 
pointed out earlier, the measure in this form becomes a kind of real 
national income, and is not what is meant by production indexes 
constructed according to the standard formulae discussed above. 
There is one conceivable limiting case in which it is possible to 
interpret production unequivocally, and to measure the rate of 
growth of output in positive terms; that is where the outputs of all 
goods and services are moving proportionally. (In an economic con- 
text, however, it is necessary to assume that tastes do not change.) 
It is only the existence of divergent movements which makes it 
necessary to be concerned about equivalence between unlike products. 
This seems to be as near as can be approached to the concept of 
aggregate production as ‘‘physical volume’’. In some industries and 
in some countries the movements may be closer to being proportional 


10 A. C. Pigou, “Some Aspects of Welfare Economics”, American Economic 
Review, June 1951, p. 299, footnote. 

“It seems proper to say a word here about quantity index numbers. These 
purport to represent variations in ‘production’—an important part of real income— 
over a series of years, despite the fact that some items have increased and others 
diminished; a task that in a physical sense is impossible. Great labour has been 
expended on the construction of these index numbers, and in political discussions 
appeal is frequently made to them. A quantity index is usually constructed by 
weighting the several elements in accordance with the amount of expenditure on 
them in some base year. If then we suppose that this expenditure is proportionate 
to the productive power—ambiguities about the definition of productive power 
being ignored—then employed in producing the several items, if we suppose that 
tastes (and distributions) have not changed, and if we also suppose that constant 
returns operate everywhere in both the base year and the year with which a 
comparison is being made, a quantity index number will show how the quantity 
of productive resources at work in the aggregate would have had to change, if 
there had been no change in technique, in order to allow the output actually found 
in the latter year to be produced. It, therefore, measures, granted constant tastes 
(and distribution) and constant returns, the proportion in which potential 
output of the pattern ruling in the base year is greater or less in the year we are 
studying than in the base year. This information, resting, as it does, on assump- 
tions that must often depart seriously from the facts, is very different from the 
precise and definite information which quantity index numbers are popularly 
supposed to give. The moral is, however, not to leave these investigations un- 
attempted, but to be cautious about the uses to which we put their results.” 


11 The value of recorded production per head of population and per person 
engaged was expressed in terms of its purchasing power over consumable goods 
in a series which appeared in the Official Year Book between 1931 and 1947. See, 
for example, Official Year Book (1944-45), pp. 1094-5. See also similar estimates 
in Roland Wilson, Facts and Fancies of Productivity, Melbourne University Press, 
1947, 


12 W. E. G. Salter, op. cit. 
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than in others.1* There is a second conceivable limit which has an 
absolute meaning: that in which all prices move proportionally. The 
absence of relative price movements means that there are no indirect 
effects on the pattern of production; so that at this limit the hypo- 
thetical revaluation of output becomes a complete one. Any possible 
index must lie between these two limits, where, in the absence of any 
basis for significant aggregation, it must remain an incomplete hypo- 
thetical revaluation. 

The belief that the problems of indexes of production are only 
‘‘index-number problems’’ like those underlying price indexes, has 
led to the suggestion that some check on the accuracy of a production 
index can be obtained by a comparison of the base-weighted and 
current-weighted forms of the index. In the case of price indexes 
the two forms of the index are often regarded as limits, though this 
is not strictly the case. It is clear from what has been said above 
that this is no check of the validity or significance of a production 
index, considered as an aggregate. As with price indexes, the diverg- 
ence of base-weighted and current-weighted indexes is due to the 
extent to which price changes and quantity changes in particular 
commodities are associated, as a change in the pattern of weights 
alone is not sufficient to make them diverge.4 The conventional check 
on the extent of the ‘‘index-number problem’’ cannot make this 
meaning any more certain; the dispersion of prices and the dispersion 
of quantities both cause a production index to depart from certain 
conceivable limiting positions in which its meaning is precise. 

If economic theory provides no absolute basis for the significant 


13 The argument of the preceding three paragraphs may be tested by intro- 
spection. If one reads two statements (1) that a country’s standard of living or 
real income per head, on current trends, would double in say twenty-five years, 
and (2) a similar statement about the country’s production, what does one 
envisage? To comprehend the first statement requires some thought. Probably 
nobody would interpret this as a doubling of the consumption of every item in 
current consumption. The statement would mean very little to people with no 
knowledge of the country’s present consumption pattern. Even to a resident of 
the country in question the statement could only be interpreted subjectively; 
perhaps he would consider the current consumption pattern of some person known 
to him whose income was twice his own, and imagine himself in twenty-five years’ 
time with a similar consumption pattern, perhaps with some allowance for his 
idea of trends in consumption habits. 

On the other hand, a statement that production would double in twenty-five 
years would probably be interpreted as implying the doubling of every item. of 
production, even by a person familiar with the current production pattern; there 
seems to be no other way in which it could be thought of in the abstract, apart 
from the ideas suggested by index-number formulae with which the person might 
be familiar. 

14There is some evidence that they may be particularly associated in pro- 
duction indexes, causing considerable divergence between base-weighted and 
current-weighted forms of the index. For example, an index of the aggregate 
output per person employed in twenty-eight industries in the United Kingdom 
shows, between 1924 and 1948, an increase of 81 per cent when weighted by 1924 
prices, and 38 per cent when weighted by 1948 prices. (W. E. G. Salter, Produc- 
tivity and Technical Change, Cambridge, 1960, p. 152. This work contains an inter- 
esting discussion on the relationship of structural change to the index-number 
problem in productivity measurement.) 
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aggregation of unlike quantities in a production index, some sort 
of assumptions are evidently required if any significance is to be 
attached to these aggregates. Certain assumptions are necessary to 
enable one to abstract sufficiently from the real world to imagine a 
productive system in which every shilling in the price of every item 
of production is equal to every other shilling in terms of significance 
to the community. The next step that needs to be taken is to assume 
that this abstraction is near enough to the real world for purposes 
of significant measurement. Different writers have described these 
steps in different ways. Richard Stone has said that ‘‘it becomes 
necessary to define the basis of comparison in pragmatic terms which 
ean be given an operational significance’’.1> Irving H. Siegel has 
suggested that it is necessary to postulate a single imaginary collec- 
tive intelligence or ‘‘multiperiod macrotype’’, whose scale of prefer- 
ences is reflected in the content and structure of the index.!® Whether 
such assumptions are necessary appears to depend on the uses to 
which measures of production are put, which determine whether 
they are being treated as significant aggregates or not. 


3. Uses 


In the discussion of the uses to which indexes of production are 
put it is convenient to begin with the application of these indexes 
to measures of productivity, and the various ways in which these 
measures are used. 


(i) Productwity 


Any measure of productivity for the economy as a whole appears 
to imply some assumption as to the relative importance of lines of 
production. Such a measure will change for two reasons: changes in 
productivity within industries, and relative movement of labour 
between industries. To recognize this is to recognize that such an 
index implies that it is possible to say that one industry is more 
‘*productive’’ than another in an absolute sense. 

The comparison of trends of productivity in different periods 
and different countries is an application whose fundamental mean- 
ings do not seem to have received sufficient attention. The conclusions 
drawn from such studies appear to leave no doubt that the aggregates 
are being treated as significant, even though accompanied by warn- 
ings as to their statistical limitations. Students of these trends must 
be prepared to acknowledge that they are in effect studying the 
changing number of labour units required to produce a changing 

15 Richard Stone, Quantity and Price Indexes in National Accounts, Organi- 
zation for European Economic Co-operation (1956), p. 12. 

16 Irving H. Siegel, Concepts and Measurement of Production and Produc- 
tivity, Bureau of Labour Statistics, U.S. Department of Labour (1951), pp. 39-41. 
This monograph contains the most comprehensive discussion of the conceptual 
problems associated with production indexes and of the approaches to measure- 
ment offered by various formulae. See also the same author’s “Aspects of Produc- 


tivity Measurement and Meaning”, a chapter in “Productivity Measurement, 
Part I: Concepts”, European Productivity Agency, O.E.E.C., 1955. 
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basket of goods, and in the case of international comparisons, 
changing and different baskets of goods. This seems rather more 
than is usually claimed for a price index, yet it is not at first sight 
clear how this difference has arisen, since a productivity index, 
being a measure of quantity per unit of real labour cost (i.e. man- 
power) might be expected to be, in form, a sort of inverse price index. 
The difference presumably lies in the assumptions underlying the 
measurement of ‘‘quantity’’ in the production index. That some 
are beginning to acknowledge these implications is suggested by 
recent evidence of popular doubts about the practical interpretation 
of growth rates in the United States,!7 where this subject is now the 
centre of some controversy. The absence of a universal popular image 
is perhaps a cause of these doubts. 

Productivity movements are frequently interpreted as reflecting 
changes in ‘‘efficiency’’. The concept of efficiency in this sense is not 
readily definable, but presumably, the relative growth of employment 
in industries whose value of production per head is relatively high 
is deemed to increase the economy’s ‘‘efficiency’’, according to this 
concept. Those who use productivity in this sense should also con- 
sider the consequences of the omission of depreciation from the inputs 
in the net output formula: the overstatement of ‘‘production’’ in 
industries with heavy plant depreciation, and the exclusion from 
productivity of any gains due to the fuller utilization of existing 
plant (except as reflected in the spread of labour overheads). They 
should also consider the effect of an index of productivity being 
expressed per unit of labour and not capital; the index must grow 
as more capital is employed, whether it is employed profitably or 
not, provided it leads to an increase in output per unit of labour. 

The way in which increases in the productivity of individual 
plants contribute to increases in the productivity of the economy, 
as measured by the types of index discussed above, is an indirect one. 
An individual plant can increase its productivity by raising output 
faster than labour input, the result being positively measurable only 
where each product and its labour input can be closely matched—as 
for example in coalmining, where output per manshift is a standard 
measure. The economy as a whole can increase its productivity with 
no gains in the productivity of individual plants or industries— 
merely by changes in the structure of industry. The changes in the 
structure of industry reflected in the productivity indexes are the 
resultant of all the factors which determine the national income: 
discovery of natural resources, growth of capital, the course of the 


17A high growth rate is advocated in a United States newspaper editorial 
as being necessary to feed and clothe the growing population, to provide much 
needed social capital, and to keep up with the U.S.S.R. (New York Times, April 
18, 1960). About the same time another newspaper editorial points out that “you 
can step up the rate by turning out lots of shoddy merchandise; you can step up 
the rate by making lots of munitions’—and points out that capital goods may 


form a larger part of the output of some countries than of others. (Wall Street 
Journal, May 3, 1960.) 
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seasons and the development or decay of internal and external 
markets, from whatever cause. None of these need reflect changes in 
the productivity of the individual producer. 

From studies of individual plants it might be expected that 
production per unit of labour in the economy as a whole would 
increase steadily as a result of technological changes, and the 
inereased use of capital in the indivicual plants. However, although 
these influences are reflected in the standard measures of productivity 
for the whole economy, so also are the other factors mentioned above: 
in fact all the influences determining ‘‘real’’ national income except 
the terms of trade. Thus the trend of national ‘‘productivity’’ is not 
to be interpreted, as it appears to be in some popular uses, either 
as an empirical law of technological growth appropriate to the 
economy in its present state of development, or as a direct reflection 
of the rate at which capital is being invested. Quite apart from the 
statistical problem of trend fitting, which involves the somewhat 
subjective choice of periods and methods, the projection of the fitted 
trend into the future involves much the same hazards as those of 
projecting national income. 

When the fourth measure of ‘‘productivity’’ discussed above— 
that is, the one based on gross national product adjusted for changes 
in the terms of trade—forms the trend under discussion, the hazards 
of projection are in fact the same as those of projecting national 
income, as it is in effect ‘‘real’’ national income that is being pro- 
jected. This type of measure, under the name ‘‘effective’’ produc- 
tivity, has been put forward for consideration in wage determination 
in Australia, as indicating the rate of increase which real wages 
should maintain as a matter of equity.1® (This approach differs from 
the frequently heard argument that the trend of productivity in 
the more standard sense of the word indicates the rate of increase 
which money wages should not exceed, if prices are not to rise.) As 
the trend of ‘‘effective’’ productivity is actually that of real income 
per person engaged, in one sense, the relationship of this trend to 
the trend of real wages is in effect a matter of the distribution of 
‘‘real income’’ between wages and other incomes, or for all practical 
purposes, the share of money wages in money national income.!® 
‘Sharing the fruits of productivity’’ in this sense can only mean 
sharing income itself. 


(ii) Monthly indexes of industrial production 


Of the purposes for which a production index is used, one which 
is undoubtedly considered very important is that of summarizing a 
complex variety of output series, both by means of indexes for broad 


18 Commonwealth Conciliation and Arbitration Commission, Metal Trades 
a (application to vary basic wage), 1959, transcript of proceedings, pp. 2567- 


19 The equivalence is only approximate, because the real income is in terms 
of all the goods and services entering domestic expenditure, while the real wages 
are in terms only of consumable goods and services. 
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classes of industry or products and by means of a single index. For 
economic analysis, this kind of purpose evidently requires monthly 
rather than annual indexes. While some kind of summary obviously 
has important purposes, is it necessary for these purposes to interpret 
the summary as one which renders all items of recorded production 
in common terms of equivalence? Is a rise in the output of machine- 
tools to be considered as offsetting a fall in the output of ice-cream, 
except in the very special sense that it would leave the total value 
of production in base-period prices unchanged? In practice the 
inevitable limitations of monthly data present the statistician with 
the dilemma: whether to base the index on available quantity data, 
and ignore the considerable gaps in information (or be content to 
assume the missing items to be adequately represented in trend by 
recorded items), or, on the other hand, to extend the information 
by the use of substitute data: materials used, man-hours, and the 
like. The fact that most official monthly indexes follow the latter 
course, even though these substitute series may account for more 
than half the weight in the indexes of some advanced countries,”° 
is perhaps a significant pointer to the main purpose which monthly 
indexes are evidently considered to serve: to be a comprehensive 
indicator of changes in the general ‘‘pace’’ of the productive system. 
These indexes are usually presented as part of a battery of short- 
term economic indicators useful in the analysis of the current business 
situation. For this purpose, the ‘‘production”’ significance of the 
indexes is secondary; to be an indicator of change an index perhaps 
need not measure any absolute level. It does not matter so much if 
the refinements of the net output formula are not possible, or if the 
assumptions by which unrecorded output is represented will always 
remain assumptions. Over a period of years even the best of these 
monthly indexes may need big revisions in the light of census data, 
from which revised weights and more comprehensive output data 
are derived. The Canadian manufacturing production index which 
in 1957 had increased 29 per cent over eight years, showed a 
corresponding rise of 42 per cent after revision,?! and the United 
States Federal Reserve Board index which in the same year had 
risen 43 per cent over about nine years, was revised to show a 52 per 
cent increase.” If this type of index did not purport to measure 
‘*production’’, and was used for short-term comparison only, these 
weaknesses would presumably be less serious. The real anomaly in- 
herent in monthly indexes of industrial production is a terminological 


20 Man-hours provide 33 per cent of the total weight of the Canadian index 
and materials used 5 per cent. In the U.S. index the percentages are: man-hours 
45 per cent, materials used 8 per cent. Sources: Canada—Dominion Bureau of 
Statistics, Revised Index of Industrial Production, 1935-57 (1959) (the weights 
are gross domestic product at factor cost, 1949) ; U.S.A.—Federal Reserve Board 
Bulletin, December 1953 (the weights are value added, 1947-49). 

21 Dominion Bureau of Statistics: Canadian Statistical Review, February 
1959, p. iv. The base was 1949 = 100. 

22 Federal Reserve Board Bulletin, December 1959, pp. 1469 and 1528. The 
base was 1947-49 = 100. 
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one: they are described as measures of production, but the limitations 
of their concept and data, and the main uses to which they are put, 
suggest that they are not. Much misunderstanding would perhaps 
be removed if these indexes were to have restored to them their 
original title of ‘‘indexes of industrial activity’’.22 For some com- 
ponents of these indexes activity is represented by production (or 
rather output) but not all. The vague meaning of the title would 
accord with the inherently vague nature of what was being measured, 
and would be more consistent with its usage. These indexes belong 
to the study of economic fluctuations rather than growth, and the 
difficulties they face are those of defining what it is that fluctuates. 
Keynes found similar difficulties of definition in the General Theory 
—and it is significant that he overcame them without undertaking to 
define aggregate production.“ 


(iii) Production indexes based on data from industrial censuses 


The users of indexes of production based on censuses of factory 
production of the kind held annually in Australia tend to be more 
concerned with fundamentals. The long-term trend of factory ‘‘pro- 
duction’’ is considered an important aspect of economic growth. 
Despite some serious limitations of data to be discussed, certain of 
the formulae described above are used to estimate the value of pro- 
duction at constant prices, but the uses to which these estimates are 
commonly put—and the names they are given—suggest something 
more fundamental than such a measure. It is perhaps not necessary 
that they should always be used in this way. One use of this kind of 
measure, in keeping with its other interpretation as a hypothetical 
revaluation, and permissible of course only where the data were 
adequate, would perhaps be as a means of dividing a change of value 
into a direct change in price and a change in ‘‘everything else’’, 
including the indirect effects of the price change on the structure of 
production.2> To call the ‘‘everything else’’ production appears to 
mean interpreting it as a significant aggregate, and to extend the 
comparison over many years may be pushing both the formula and 
the data too far. The gross formula could perhaps be used in this 
limited way over a short period in application to certain groups of 
finished goods which may be of special interest, such as the output 
of durable consumer goods. As a general rule, for combining industry 
indexes, the gross formula with value-added weights would probably 


23 League of Nations Economic Committee, Draft Convention relating ta 
Economic Statistics, Geneva, 1928, Appendix II. 

24]. M. Keynes, The General Theory of Employment, Interest and Money 
(1935), chapter 4. 

25 This is not to suggest that the price change is uniquely measurable. It is 
recognized that both a price and a “quantity” index used for this purpose are 
hypothetical revaluations, with errors due to “index-number problems”, that is, 
the changing of the pattern on which the weights are based. What is suggested 
is that while “price index” is sufficiently descriptive in this context, the use of 
the words “production index” for the measure of the remainder of the value 
change is misleadingly suggestive of aggregates. 
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have to be used, for lack of the data required for the net formula. 
But in certain industries where statistics of input were adequate 
the net formula could perhaps be used to delineate over a short period 
the effects on the value of production of all changes other than direct 
changes in price of products and materials. None of these applications 
would yield a measure which could be called production, unless the 
assumptions needed to treat it as a significant aggregate were made. 
What these remarks imply is that the formulae would be used in the 
analysis of inflation, rather than the study of trends of production. 

There appear to be misconceptions about the adequacy of data 
in factory censuses. Although these censuses are used as benchmarks 
for monthly indexes, and usually include more quantity series than 
the monthly indexes, they cannot provide a complete range of homo- 
geneous quantity series. They are complete only in the sense that 
they give the value of all factory output. This, together with the 
fact that some individual products are represented by values though 
not quantities, enables a wider range of substitute series to be used 
than in monthly indexes, namely those involving ‘‘coverage adjust- 
ment’’ for the unrecorded output,?* and those in which special price 
series are applied to values. The point to be made is that these 
substitute series are not to be regarded as approximations to non- 
existent homogeneous quantity series, but as a form of assumption 
about the values the products they represent would have had if 
certain related prices had not changed.27 In a field of production 
where homogeneous output does not exist, true price series do not 
exist either, and measurable ‘‘production’’ in the sense embodied 
in the formulae discussed above cannot be conceived. This can be 
more clearly seen in examples from non-manufacturing industries, 
such as the output of construction work in the Snowy Mountains 
Scheme, but it is equally true of large parts of the manufacturing 
field. The consequence is that, for reasons of data as well as concept, 
estimates of the value of production at constant prices are better 
regarded as conjectural revaluations than as approximations to 
something underlying values. 

26 Dominion Bureau of Statistics, Revised Index of Industrial Production, 
1935-57, p. 20. 


See also Siegel, op. cit., p. 63 et seg., on the problems underlying “coverage 
adjustment”. The usual coverage-adjustment procedure involves the assumptions 
that the prices of unrecorded output move with those of recorded output, .and 
that the duplication of materials and output inherent in the value of output is 
constant; that is, is not affected by changes in the degree of vertical integration 
in each industry. 

27 Much has been claimed for the use of price indexes as “deflators” of values, 
in conditions where quantity series are not available. Little attention has been 
given to the facts that (a) even in the best of circumstances, where all products 
are homogeneous and reflected in the price index, the use of a base-weighted price 
index for “deflation” gives a current-weighted quantity index, or (b) where 
output of some of the products does not exist in homogeneous form, “deflation” 
by a price index derived from recorded output or other available partial data, 
does not isolate the quantitative element in the change in value—or express 
changes in quality as changes in quantity; the result lacks meaning, because it 
involves an assumption about the behaviour of “prices” of products to which no 
price series can correspond. 
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If there are limitations on the correct usage of production 
indexes, should these prevent users from stringing together these 
conjectural revaluations over a long period of years, and calling 
the results the trend of production, or the rate of economic growth? 
Should historians be denied the right to extend these indexes into 
the past, and use them as summarizing devices??® The question of 

28 Roland Wilson, Facts and Fancies of Productivity, pp. 14-15. 
‘‘sionificanee’’ evidently needs much thought, both from economic 
historians and from students of economic growth. From what has 
been said in this paper it appears that all who would take this step, 
whether for purposes of historical description, current analysis, or 
future projection, must make their own assumptions as to the signi- 
ficance of the results. In view of the large gap between economic 
theory and practice which exists in this field, and the absence of 
a popular image of the thing being measured, they should take care 
to specify these assumptions. They must also take over the assump- 
tions about data, explicit and implicit, which the statisticians have 
made, even though this may involve the responsibility for applying 
the estimates to purposes for which they were not intended. 


F. B. Horner 
Canberra. 





NOTES 


OBITUARY : DR. EDWARD PERCY NEALE 


With the recent death of Edward Percy Neale at the age of 
sixty-five, the Economie Society has lost a foundation member who 
served it well over a long period of years. He was seeretary of the 
Wellington branch in 1925, the first secretary of the Auckland 
branch in 1927, and a member of the Council of the Auckland branch 
over the greater part of its history. From 1932 until his death he 
served continuously as a member of the Editorial Board of the 
Economic Record. 

Neale was a graduate several times over of the University of 
New Zealand (from Otago University). In 1916 he was awarded the 
degrees of M.A. (with Second Class Honours in Mental Science) 
and LL.B. In 1921 he graduated M.Com. with First Class Honours 
in Economics. In 1924 his dissertation was accepted for the degree 
of D.Se. I knew Dr. Neale intimately and do not believe that he was 
an academic pot-hunter. Rather, he was a serious student with a 
wide range of interests, who was anxious to prepare himself thor- 
oughly for whatever career he might take up. Certainly his academic 
record reveals the thoroughness and capacity for hard work, which 
in later years impressed those who knew him well. I am afraid that 
we took advantage of these qualities by giving him a disproportionate 
load on committees, especially where the painstaking collection of 
facts was needed; but he enjoyed it, so perhaps feelings of guilt 
are misplaced. [I remember an occasion when Neale displayed these 
qualities to an almost embarrassing degree—as well as the wealth of 
information for which he had a considerable reputation not only 
amongst his academic colleagues, but also in the business community 
of Auckland. When he was lecturing in Public Finance in the Depart- 
ment of Economics at Auckland, I had asked him to bring up to date 
the illustrations in a set of rather summary notes for students. He 
interpreted this generously, and within a very few weeks came back 
with a substantial book, giving references to most of the authorities 
in English. Both the Professor of Economies and his secretary were 
in despair; for Neale’s writing was almost illegible, and his notes, 
whether for a lecture or article, were so confused by interpolations 
and cross-references as to be intelligible only to the author. Fortu- 
nately, the end product was always orderly enough. The chaos of his 
notes was certainly not associated with unsystematic thinking. 

I never knew anyone to match Neale in the range and accuracy 
of the factual information at his command, especially information of 
a statistical nature. As a fellow editor of the Record I found this a 
great asset; for I could escape the task of checking on statistical 
or other data. Neale would separate out errors with a tooth comb. 


98 








MAI 


So: 
wh 
wh 


kn 
the 
an 
ar! 
C01 





wev Ft owe ww es 


C€ fF 2B FB: st. . P 


© 


y 
o£ 
a 





MARCH, 1961 E. P. NEALE 99 


Sometimes his wide knowledge of facts and the high importance 
which he attached to accuracy could be disconcerting to those of us 
who enjoyed making sweeping generalizations. 

Sometimes his love of facts took novel forms. At one period 
he was especially interested in railway engines and time-tables. He 
knew the characteristics, appearance and number of every engine on 
the New Zealand railways, for what purpose it was especially suited, 
and what was its usual run. He also knew the scheduled time of 
arrival and departure of nearly every regular train throughout the 
country. 

I suspect that Dr. Neale always had a hankering for an academic 
life; but after a spell of secondary school teaching, two brief periods 
in the Census and Statistics Department, and some few years as 
lecturer in economies at Victoria University College, he became secre- 
tary of the Auckland Chamber of Commerce in 1926. He held this 
position until 1951. He retained his connection with the University, 
however, by lecturing at Auckland from 1926 to 1960, for the most 
part in Publie Finance, Statistics and Urban Valuation. 

In addition to establishing and editing (monthly) the Auckland 
Chamber of Commerce Journal, Neale wrote twenty-five articles for 
the Economic Record. These dealt entirely with New Zealand affairs 
and covered, inter alia, demographic questions (four), public finance 
(four), trade policy (four), census data (three), price indices, the 
railway situation, the rise and eclipse of national boards, and the 
rise of towns. His main published work is Guide to New Zealand 
Official Statistics, which was first published in 1938 and is now in 
its third enlarged and substantially rewritten edition. 

With indifferent health of recent years, Dr. Neale withdrew almost 
completely from public activities. But over some thirty years he 
exerted a considerable influence on the economic thinking of the 
business community of Auckland through his editorship of the Cham- 
ber of Commerce Journal, his reports and participation in committee 
work, and his public addresses and articles. He was not a spectacular 
person, but he was highly respected for his integrity, and the breadth 
and accuracy of his knowledge. He was well prepared for his role by 
his training in economies, law and accountaney. I had almost con- 
cluded by saying that he was a respected institution; but this would 
be too impersonal a description. We remember him rather with 
affection as a shy, warm-hearted colleague who could always be 
counted on to give unsparingly of his time and ability. 

H. BetsHaw 
Auckland. 





A GOLD GUARANTEE FOR STERLING FURTHER 
CONSIDERED 


The present writer, among others, has suggested that it would be 
both equitable and desirable in the interests of the strength of sterling 
as an international currency if Britain guaranteed (at least officially- 
held) sterling balances against the windfall loss their holders would 
suffer in the event of a devaluation of sterling.? 

It has since been pointed out to me that it would be equitable also 
for the holders of sterling to share the burden with Britain of any 
appreciation of sterling against the dollar (which could of course take 
the form of a devaluation of the dollar if that were not followed by 
sterling) .2 As the possibility of a change of parity in that direction 
has in the last year or two perhaps become at any rate an eventuality 
worth considering, provision might well be made in the sterling area 
arrangements for that contingency also. Moreover, as a devaluation of 
sterling against the dollar is presumably not at present at all likely, it 
should be possible to consider the matter objectively and without due 
haste. The present, when no change in parity either way is likely, would 
surely be an ideal period for the Commonwealth Economic Consultative 
Council to determine the general principles upon which, if at any time 
in future the parity of sterling against the dollar should be changed, 
the windfall gains or losses should be shared. 

One forceful criticism has been raised against the proposal that 
Britain should guarantee the gold or dollar value of sterling balances.* 
This is that holders of sterling balances would sharply increase their 
imports if the sterling value of their balances rose as a result of a 
devaluation of sterling. 

It is true that after a devaluation of sterling the balances would 
be worth more in terms of United Kingdom goods than if the guarantee 
had not been given. They would not, however, purchase a greater 
volume of imports than they could before the devaluation from any 
country whose currency had not been devalued. In so far as Britain 
raised her (sterling) export prices after the devaluation, there would 
be no fall even in the cost of goods imported from Britain by the 
holders of the dollar-guaranteed balances. Eventually one would expect 
Britain’s export prices to rise more or less in line with the devaluation ; 
but one may accept the point that the immediate aftermath might well 
see a substantial rise in the imports of other sterling countries (above 
what they would otherwise have been) from Britain and from other 


1“Sterling and the World Dollar Problem”, Economic Record, April ‘1958. 

21 am indebted to Sir Donald MacDougall for this point, which was men- 
tioned in the contribution of Professor R. I. Downing and myself to the symposium 
“What Should Be Done about the Sterling Area?”, Bulletin of the Oxford Institute 
of Statistics, November 1959. 

3 See Sir Donald MacDougall’s evidence to the Radcliffe Committee (Com- 
mittee on the Working of the Monetary System, Principal Memoranda of Evidence, 
Vol. III, p. 173) and “Lombard”, “This we cannot do for them”, The Financial 
Times, March 7, 1960. MacDougall seems to favour the offer of such a guarantee 
by the U.S.A. on foreign-held dollar balances. See his essay The Dollar Problem: 
A Reappraisal, Princeton 1960, p. 72. 
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countries that had devalued, so far as the prices of these imports were 
reduced in terms of dollars. 

A first countervailing point is that a sharing of some of the burden 
if the dollar were devalued in terms of other currencies would be a 
reasonable offsetting gain to Britain, provided that either contingency 
were considered equally likely (or unlikely) at the time the bargain 
were struck (or that any arrangements for sharing the windfall loss 
or gain from either contingency took due account of either contingency 
being thought, at the time of negotiation, more likely than the other). 

But, secondly, even apart from the question of a reciprocal 
arrangement, even a unilateral guarantee by Britain would bring her 
advantages. These would have to be weighed against any once-for-all 
rise, after a devaluation of sterling, in the demands of her creditors for 
her exports or for her resources of non-sterling currencies. In par- 
ticular, sterling countries would be readier to continue to hold their 
reserves in London, readier to refrain from any form of speculation 
against sterling in times of strain, and readier to pay into the central 
reserves their gold production and their dollar receipts. All this would 
greatly strengthen sterling and reduce the danger of Britain being 
forced into a devaluation. By increasing the use of sterling as a reserve 
currency, and the firmness with which sterling balances are held, it 
would also do much to reduce the risk of a world shortage of liquidity. 

But even if Britain did not consider these real and certain benefits 
an adequate offset against the (merely contingent) possibility of having 
to meet a rather higher level of demand for her exports, the other 
sterling countries would still have a strong moral case to argue for the 
granting of a guarantee by Britain (even a unilateral one). 

In the absence of the guarantee, a devaluation of sterling—which 
only Britain could decide to undertake—would constitute a reduction 
in the real burden of Britain’s external sterling liabilities proportionate 
to the devaluation. Against any losses Britain suffered from giving a 
guarantee, her creditors could therefore reasonably point to the losses 
they would suffer if no such guarantee were given. There are, indeed, 
reasons for believing that the latter would substantially exceed the 
former. 

First, without a guarantee the sterling balances would lose value 
in terms of dollar goods (that is, goods purchased from any countries 
whose currencies were not devalued with sterling) ; whereas with a 
guarantee, these balances would merely be worth no less in dollar 
goods than before. On this account, then, the guarantee would only 
prevent Britain from achieving a windfall gain at her creditors’ 
expense, and would not leave them any better off than before the 
devaluation. 

Secondly, the loss that Britain would suffer immediately after a 
devaluation if she granted a guarantee might or might not exceed the 
loss her creditors would sustain on their purchases from Britain in the 
absence of a guarantee. In the unlikely event of sterling prices rising 
to the full extent of the devaluation, her creditors, in the absence of 

D 
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a guarantee, would of course lose proportionately as much on this part 
of their trade as on their dollar trade; whereas with a guarantee they 
would on this extreme assumption be no better off than before the 
devaluation. To the extent that sterling prices rose by less than the 
full extent of the devaluation, Britain’s creditors would lose corres- 
pondingly less (and Britain would benefit less) by a devaluation in 
the absence of a guarantee, and they would gain correspondingly more 
(and Britain would lose more) if it were given. However, the extent 
to which they could make a gain on this count would depend also on 
how far they could switch their purchases from dollar to sterling 
sources after the devaluation; and that would depend on the quality 
and prices of British (compared with dollar) goods and on how far 
Britain could and would increase the volume of her exports to her 
creditor countries. 


Effect on real value of sterling balance of a 10% devaluation 
of sterling against other currencies (‘‘dollars’’) 





Gain (+) or loss (—) to holders of sterling 








If there is no gold or If there is a gold or dollar 
dollar guarantee guarantee 
In terms of In terms of In terms of In terms of 
sterling goods dollar goods sterling goods dollar goods 
0 to —10%* —10% 0 to +10%* 0 





* Many sterling prices would rise immediately to some extent, so that there 
would be some immediate loss without a guarantee, and a less than 10% 
gain (in terms of sterling goods) with a guarantee. As sterling prices were 
subsequently raised to a greater extent, the loss without a guarantee would 
approximate to 10% on such goods, and the gain with a guarantee would 
gradually be eliminated. 


Since the gain to Britain’s creditors on their sterling purchases 
with a guarantee would be more or less balanced by corresponding 
losses to them without one, and because of their certain loss on dollar 
purchases, we are left with a clear balance for the view that they would 
lose more by not insisting on the guarantee than Britain would lose by 
according it. But there is another consideration weighing still further 
in this direction. 

We have so far tacitly assumed that the extent to which sterling 
prices rise as a result of a devaluation will be the same whether or not 
a guarantee is given. But in fact the extra demand for sterling goods 
by Britain’s creditors resulting from the implementation of a guar- 
antee would naturally lead to a greater rise in the sterling prices of 
Britain’s exports than would have occurred if no guarantee had been 
given. Again, this increases the likelihood that the cost to Britain of 
according such a guarantee would be less than that to her creditors of 
failing to insist on it. 

In short, the one compelling criticism that the proposal has 
elicited draws attention to a cost that Britain might incur if sterling 
were devalued after a guarantee. It is to be hoped that the other 
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sterling countries will ensure that Britain gives due weight to the 
greater costs she would presumably inflict on her creditors if sterling 
were devalued in the absence of a guarantee. 

| J. O. N. Perkins 
University of Melbourne. 


PROTECTION OF THE AUSTRALIAN DAIRYING INDUSTRY: 
A COMMENT 


Professors Downing and Karmel have recently ventured to 
publish! their submission to the Dairy Industry Committee of Enquiry 
on the economic condition of the industry. Doubtless this was to 
provoke thought and discussion of the important problem which this 
industry poses, and doubtless, too, their excellently stated case will 
succeed in doing just that; for their recommendations will appear 
rather drastic to many, especially those sympathetic to the dairy 
industry. At any rate this is our view, formed in the course of a 
study of the industry carried out during 1958 and early 1959. In 
the following? we set out our reasons for preferring a more moderate 
solution. 


Effect of Proposed Reduction in Protection of the Industry 


We begin with the point that it seems to us that Professors Down- 
ing and Karmel have not inquired sufficiently into the probable order 
of magnitude of the contraction of the industry which would result 
from reducing the existing degree of protection to the level they 
propose. 

Of course, it is impossible to predict this with any great accuracy, 
but the following indications are suggestive. 

For the period 1952-3 to 1958-9 the average realized overall 
return to producers, excluding the ‘‘official’’ factory cost, was 46 
pence per lb. c.b. as follows: 


Overall return to Official Return to farmer 
manufacturers factory at factory door 
per cwt. per Ib. cost per Ib. per Ib 
(shillings) (pence) (pence) (pence) 
1952-3 483 51-7 4°65 47-05 
1953-4 490:°25 52-8 4°65 48-15 
1954-5 474-85 50-9 4°25 46-65 
1955-6 466 49-9 4°63 45:27 
1956-7 458:2 49-1 4-63 44-47 
1957-8 463 49-5 4°63 44-87 
1958-9 468 50:2 4:8 45-4 





Average (unweighted) 46 pence 





1 “Protection of the Australian Dairying Industry”, Economic Record, August 


2Our own positive recommendations are due to appear shortly in a volume 
edited by us, The Australian Dairy Industry: An Economic Study (F. W. 
Cheshire). The present critique was first offered as supplementary evidence to 
the committee in February 1960. 
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Over this period the total production of butter and cheese expanded 
somewhat taking good years with bad. But there were some special 
factors contributing to this; and in fact there has been considerable 
pressure on dairy-farmers’ incomes. We judge, therefore, that the 
supply-price (‘‘true cost’’ per unit) of the present volume of output 
is in fact of the order of 46 pence or rather more—say 48 pence per 
Ib. e.b. (In all this we neglect variations in the general price level 
over the period.) 

As against this, Professors Downing and Karmel advocate the 
abolition of the subsidy, and tariff and import controls on butter, but 
the retention of the equalization machinery to enable a home price 
at ‘‘import parity’ (exports realizing ‘‘export parity’’). There is 
some concensus of opinion that the long-run export (primarily the 
United Kingdom) price of butter will be of the order of 300s. sterling, 
the figure the Professors themselves quote (par. 15). This suggests 
a price for butter for consumption in Australia of 375s. Australian 
per ewt., and for butter sold at export 315s. Australian. The average, 
in the ratio (say) 70:30, is 357s. Australian per ewt., i.e. approxi- 
mately 38 pence per lb., or 33 pence to the farmer subtracting the 
factory cost of about 5 pence. 

The question is, what contraction of production will result if 
such a reduction—from a ‘‘normal’’ supply-price of the order of 
48 pence for the current volume of output, to 33 pence—is brought 
about? To arrive at some idea we may look to the cost of production 
estimates of the Bureau of Agricultural Economics. (We share the 
scepticism of many people with regard to ‘‘cost’’ estimates, particu- 
larly so far as cost components related to capital values of farms are 
concerned. But we are seeking only a general indication.) 

The following table shows the distribution of ‘‘farms by unit 
net cost per lb.’’ for the sample farms in New South Wales and 
Victoria as found by the Bureau of Agricultural Economics. 


Unit cost Total 
(pence per Ib.) N.S.W. Victoria two States 
Below 30 42 44 86 
30 -— 33 14 29* 43 
33 — 36 13 28* 41 
36 — 42 52 62 114 
42 —48 41 48 89 
48 — 54 23 28 51 
54 — 60 

60 — rot 27 36* 63 
63_and over 19 26* 45 
Total farms 231 301 532 


*Distributed between classes in same ratio as for New South Wales. (Of course 

the figures are not strictly comparable with the figures for returns because over 

the period the general price-level has risen. On the other hand, there has been 
some increase in productivity.) 
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From the table it appears that if the costs shown had necessarily 
to be recovered in full, then some 159 farms (sum of last three 
classes) would be under pressure at a unit return of (just less than) 
48 pence. In fact, of course, the costs include imputed costs under 
the headings of ‘‘Interest and Depreciation’’ and also Labour; on 
the average for the two States these totalled 35:6 pence, of which let 
us suppose at least half—about 18 pence—must be recovered for the 
farmer to carry on in the medium term. Assuming that the same 
figure can be applied to all farms (not really valid), then only farmers 
with recorded costs in excess of 66 pence—that is, in excess of a 
‘carry on’’ cost of 66 minus 18 = 48 pence—would in the medium 
term be under extreme pressure to abandon dairying at the ‘‘normal’’ 
return of 48 pence. From the table these would represent less than 


8-5 per cent (35) of the farmers—and the membership of this 


group would doubtless be a changing one. 

However, at the proposed return of 33 pence per lb. the table 
indicates that some 403 farmers in the sample (sum of all but the 
first two classes) would be under pressure if the costs shown had 
necessarily to be recovered in full; while perhaps 159 farmers (i.e. 
those with costs in excess of 48) or nearly 30 per cent of the total 
would, as in the previous manner, be under ‘‘extreme pressure’’. 

This table, however, relates to only two States. It is likely that 
if the figures for Queensland were included the percentage of farmers 
under pressure would be increased (but this would be partially offset 
by Tasmania and South Australia). 

Further, in so far as there is an adverse relative trend in the 
rate of growth of productivity in dairying (a fact which appears 
fairly well accepted), the effect will be to raise over time the whole 
distribution of costs of production relative to the figure for returns. 

Weighing all factors, we judge it to be a conservative estimate 
that the proposed reduction in protection of the industry might well 
have the effect within about ten years of obliging some 40 to 50 per 
cent of present dairy-farmers to retire from the industry. And, 
further, these farmers having retired, then in view of the continuous 
gradation of costs indicated by the B.A.E. distributions, the low 
income problem associated with a new, but again pretty large, group 
of marginal producers will remain as now. (We return to this latter 
point below.) 

Of course, the retirement of the 40 to 50 per cent of producers 
would not reduce total production proportionately, as many of these 
would be smaller-scale producers. But along with the reductions in 
production by the producers who remain, it would be not unreason- 
able to expect a fall in total production of at least the order of 30 
per cent—we suspect more. , 

We conclude then that (a) if the present sales promotion of 
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butter, assisted by the fall in price implied by the proposals in ques- 
tion, succeeds in holding consumption per head to something like 
present levels, so that the total Australian consumption of butter 
tends to increase with the growth of the population, and (b) as 
requirements for the liquid milk market grow, then the effect of the 
proposed reduction in protection will be to turn the industry into 
an importing, not an exporting, one. 

If the foregoing judgments are at all near the mark, we offer 
the following comments on’ the Downing-Karmel proposals. 


*“Protection’’ versus ‘‘Natural Shelter’’ 


There is first a terminological point which should be clarified. 
This is that, if in fact the industry becomes an importing one, then 
the measures proposed involve a nil degree of ‘‘protection’’ to the 
industry in the commonly understood sense of ‘‘assistance over and 
above natural shelter’’. 

This arises as follows. So long as the industry is a net exporter, 
then in free competition the Australian price is necessarily reduced 
to ‘‘export parity’’, i., the overseas export price minus costs of 
transport, etc.; because if the Australian price were above this, 
supplies would be diverted from export to the home market until the 
home price is reduced to this level. To maintain an Australian price 
at (or above) ‘‘import parity’’, therefore, protection in the ordinary 
sense—in the form of tariff and import controls plus an equalization 
arrangement—is necessary. 

But if the industry were a net importer, then there is no local 
surplus to be diverted from export in the event of the home price 
rising to ‘‘import parity’’, and in free competition that is where 
the price would naturally settle. Thus as a net importer the industry 
would enjoy a measure of ‘‘natural shelter’’—but no ‘‘protection”’ 
in the accepted sense. 

(It is to be understood that this arises from the fact that the 
industry, along with a few others, perhaps e.g., dried fruits, is 
peculiar in the sense that it is relatively labour intensive—probably 
as much so as many (protected) manufacturing industries, while at 
the same time it is, as a result of historical circumstances, a net 
exporter. These ‘‘historical cireumstances’’ are that although early on 
(say pre-1920) the industry was viable at export, since that time the 
relatively slow growth in productivity in the industry has changed 
this; but the increasing measure of protection afforded the industry 
(in the effort to maintain dairy-farmers’ incomes) has prevented the 
transition to an importing industry which would otherwise have 
occurred. ) 

It is, of course, scarcely necessary to mention that many industries 
are afforded a degree of ‘‘natural shelter’’: most manufacturing 
industries in some measure, brick-making (for example) even more, 
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and hotels (for example) and other service industries complete 
shelter. 


Alternative Employments for Released Resources 


The preceding point is of more than terminological significance 
when taken along with the further point—that account being taken 
of the order of magnitude of the likely contraction of the industry 
consequent upon these proposals (and the likely regional concentra- 
tion of the excluded producers), it seems to us that Professors Down- 
ing and Karmel have not given adequate consideration to the question 
whether there are sufficient more profitable (from the social view- 
point) alternatives to absorb the resources of labour and land re- 
leased. However, while we may be permitted to express our mis- 
givings on this obviously important, indeed crucial, issue, we have 
no real evidence to offer. 

We would refer only to the point that it is indeed extremely 
likely (as Professors Downing and Karmel themselves suggest, par. 
11) that to absorb the released resources would require some expan- 
sion of other protected (in the ordinary sense) manufacturing and 
rural production. This would in itself justify a measure of protection 
over and above natural shelter to an inherently net-importing butter 
industry, in order to avoid the dislocation and the costs of trans- 
ferring resources to other avenues of production also protected. 

To this it may be countered that dairying is a ‘‘decreasing 
returns’’ industry, whereas the alternative protected avenues of pro- 
duction (mainly manufacturing) would be ‘‘increasing returns’’ 
industries; thus in the long run there would be gains to outweigh 
the short-run ‘‘once-over’’ costs of making the transfer. But this 
argument is scarcely conclusive. First, the ‘‘increasing returns’’ in 
manufacturing industries has often proved rather elusive: many 
of our ‘‘infant industries’’ never seem to grow up. Second, a level 
of protection such as to encourage actual expansion of the industry 
ean hardly be in question, so that ‘‘decreasing returns’ in dairying 
in the static sense is not relevant. However there is, as we ourselves 
have stressed, a form of dynamic ‘‘decreasing returns’’ arising from 
the adverse (relative) trend in the rate of growth of productivity in 
dairying. But with some contraction of the industry and with in- 
creased efforts to improve productivity, this should be (at least par- 
tially) offset. 

How great a measure of protection would be justified on the 
present ground, however, we do not know. Professors Downing and 
Karmel (having in mind a net-exporting butter industry) refer to 
a measure of protection ‘‘below the average level of protection en- 
joyed by protected industries’’ (par. 11). While we do not profess 
to know what the ‘‘average level of protection’’ is—particularly 
bearing in mind the highly significant (we believe) protective effect 
of import restrictions since 1952, as well as the tariff—it would seem 
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that the proposal of nil protection over and above natural protection 
would be very much below the average.’ 


The ‘‘Right’’ Degree of Protection to be Afforded the Industry 


Of course, we have no doubt that our colleagues fully anticipated 
disagreement with their own judgment, in undertaking the tricky 
exercise of specifying the degree of protection which ought to be 
afforded the industry. 

We would stress, however, that in our view, attempts to specify 
the ‘‘right’’ degree of protection on general theoretical grounds are 
bound to be inconclusive. 

The main argument of Professors Downing and Karmel in advo- 
cating that as an importing industry the degree of protection over 
and above natural shelter should be nil, is presumably that if butter 
can be imported more cheaply than it can be produced at home, then 
we are incurring unnecessary economic loss both directly and in- 
directly in not taking advantage of this. As against this it can be 
argued: (i) that there are many other protected industries for which 
this is true, but it is nevertheless accepted mainly on the grounds of 
national development—the creation of adequate employment oppor- 
tunities, to attract immigration and support a larger population at 
a reasonable standard of living. (The argument of the preceding 
section turns in part on this) ; (ii) that while there has recently been 
rather more optimism with respect to the balance of payments, this 
has been very dependent in recent years on large capital inflows which 


3 Another point in relation to the question of alternative employments might 
be made in a general way, but we do not press it. Professors Downing and Karmel 
are advocating a very sweeping change mainly on the grounds of a potential 
increase in real rational income resulting from the transfer of resources to more 
profitable alternative avenues of employment. Even if it were established beyond 
doubt that this was a good thing (see our further comment below), it is probable 
that there are many other industries which, considered singly, would satisfy the 
same criterion if economic pressure were to be brought to bear upon them by 
reduced protection or other means (e.g. by price control and other “anti-monopoly” 
action—particularly in the case of sheltered industries). But if changes were made 
in all such industries, it would be a large question indeed whether in the context 
of the Australian economy there would be sufficient alternative opportunities to 
employ all the resources so released: i.e., what is true of the parts may not be 
also true of the whole. 

The question then arises as to why, both in theory and as a matter of equity, 
one should start with the butter industry—at all events, to so great an extent ?- The 
main answer of Professors Downing and Karmel to this question would presum- 
ably be the second point they make in par. 10, namely, that our profitable export 
industries are mainly rural industries, and protected, subsidized dairy production 
competes with these for resources, particularly land. One is bound to accept this 
argument—where the effect is likely to be quantitatively important. We have some 
doubts as to whether it would be so; in particular, whether the main export pro- 
duction alternatives—wool, fat lambs, or cereals—are really likely to prove profit- 
able alternatives in the areas likely to be most seriously affected by the proposed 
reduction in returns for dairy production. At any rate, it seems to us that the 
dairy industry has a strong case in equity for arguing that so sweeping a change 
as proposed should only be recommended after exhaustive comparative study of 
the potential gains in real income from making comparable changes in other 
industries. 
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may prove unreliable. It is one thing to recommend sloughing off 
unprofitable exports (it can reasonably be argued that in recent years 
the Commonwealth butter subsidy has been, in effect, subsidizing 
exports), but it is perhaps going too far to recommend the net import 
of butter.4 Further alternative export avenues will take time to 
cultivate; (iii) that national self-sufficiency in butter—or, say, ‘‘60 
per cent sufficiency’’—is desirable, e.g. in wartime. (There is not 
much weight in this argument today, perhaps. In particular, national 
self-sufficiency in fats does not necessarily imply self-sufficiency in 
butter. On the other hand, margarine, the main substitute for butter, 
itself enjoys a measure of tariff protection); (iv) that in addition 
to requirements under (iii), a reservoir or reserve milk production 
to meet expanding requirements for whole milk (naturally a domestie 
industry, considerations of ‘‘filled milk’’ apart) is necessary; (v) 
that it is desirable to produce surpluses for Asian neighbours, ete. 
Of course, the precise weight of each of these arguments turns inter 
alia on how much cheaper are imports—alternatively, how much 
more it costs us to produce butterfat in Australia—at particular 
volumes of production. 

We do not press the discussion further. The point we would 
make is that there is so much scope for differences of informed opinion 
both on matters of economic fact (comparative degrees of protection 
and the ‘‘average level’’ of protection; alternative profitable avenues 
of employment; alternative export possibilities; ete.) as well as with 
respect to non-economic objectives (the desirability of self-employment 
opportunities on the land; of national self-sufficiency; of assisting 
Asian neighbours; etc.), that @ priort argument as to the ‘‘right’’ 
degree of protection is bound to be inconclusive. 


Low-Income Problem in Dairying 


Our own approach to this matter, therefore, is quite different.5 

We argue that at the least (see next paragraph) the degree of 
protection afforded the industry ought not to be increased further 
because it has failed to achieve the primary objective of support 
policy for the industry, namely, to maintain and to raise average 
income levels in the industry. Pursuit of that policy over the years 
has in the event involved a self-defeating process of ever-increasing 
protection resulting only in increased capacity and output and con- 
tinued minimal returns to a substantial margin of less-favoured dairy- 
farmers. Our view, then, amounts simply to this, that it is only 

4It is important to observe that reference to the contribution of the industry 
to export receipts is a subsidiary argument only. The primary objective of pro- 
tection in the past has been to maintain dairy farmers’ incomes (see next section) : 
this is what the protection has “bought”, and the contribution to export receipts 
has been incidental (but important). Only if the whole argument for protection 
for the industry were tied to the export contribution would it be valid to make 


the (in that case telling) comparison that “protection totalling £135 m. has yielded 
only £131 m. of exports of butter and cheese”. 


5 This is set forth in detail in Drane and Edwards, op. cit. 
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reasonable to suggest that a halt be called to a process which con- 
tinually fails to achieve the desired objective. 

(This ‘‘at the least’’: we do, in fact, go further, and in agree- 
ment with Professors Downing and Karmel would suggest that if 
practicable the trend to increasing protection be put in reverse; be- 
cause (a) the present levels of capacity and output in the industry 
(and the corresponding degree of protection) have no particular 
rational basis, being merely the historical outcome of a process of 
repeated pressure for increased returns and the reaction to those 
returns in terms of increased output and new entry (with a qualifi- 
cation with respect to the enforced contraction of the industry during 
World War II), and (b) we do (intuitively) judge the present level 
of protection as ‘‘high’’.) 

The foregoing brings us to our main criticism of the Report of 
Professors Downing and Karmel, namely, that they make far- 
reaching proposals without facing squarely the basic problem of low 
incomes in dairying, which is presumably one of the principal issues 
before the Committee. Thus— 


(a) The proposed reduction in the degree of protection to the 
industry is such as might well result in the retirement of upwards 
of 40 per cent of dairy-farmers from the industry. This is proposed 
on the grounds mainly that there is a gain in real income to be had 
for the economy as a whole by transferring the labour and capital 
now used to produce, in dairying, a unit return of (approx.) 4/- of 
which (say) 1/6 represents artificial protection (including subsidy), 
to some alternative unprotected employment in which it yields a 
return greater than (on this example) 2/6. But the return must yet 
be less than 4/-, because otherwise the farmer would presumably 
have already changed over to the more profitable activity ;* and this, 
not the net social gain, is what matters from the point of view of the 
farmer himself. Unless, therefore, these farmers are also to be sub- 
sidized in their new fields of activity, their low incomes will remain 
as they are (or worse). 


(b) Further, in the now (reduced) butterfat industry itself, a 
new and probably still substantial margin of low-income producers 
will have been created, as argued above. 


We believe that this is a quite unrealistic approach to this central 
problem of the industry. 

It is perhaps also worth while pointing out that these considera- 
tions impair the validity of the strictly ‘‘economic’’ case for so sub- 
stantial a contraction of the dairying industry as proposed. 


6 This statement might require some qualification insofar as there is evidence 
that some dairy-farmers are prepared to continue in dairying for a net return less 
than the basic wage. This would suggest the possibility of alternative employments 
yielding a greater monetary return—but still yielding a less “psychic income” than 
the lower monetary return in dairying plus the non-monetary satisfaction (what- 
ever this is!) of being a dairy-farmer. This qualification would be of less signi- 
ficance in respect of alternative rural pursuits. 
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Of course, where the line is to be drawn between the ‘“‘strictly 
economic’’ and ‘‘non-economic’’ considerations is a debated question. 
However, many would agree that not only the size, but also the 
distribution, of the national income is an important economic con- 
sideration, particularly in the case of high income countries. Thus a 
change which, while it promises some net increase in real national 
income, also involves a significant redistribution of income, is not 
necessarily ‘‘good’’; i.e., the apparent increase in real income cannot 
necessarily be equated with an equivalent increase in (desirable) 
economic welfare. In the terms of modern welfare economics, one 
can only identify the two if the associated redistribution of income 
is deemed ‘‘good’’—or, in the event it is deemed bad, then only 
if it is demonstrably practicable fully to compensate the losers and 
still the change is considered worth while making. The economic 
ease for the large change proposed, therefore, since it involves a con- 
siderable redistribution of income against dairy-farmers, is at best 
equivocal. 


Summary of Conclusions 


(i) The reduction in protection of the dairy industry proposed 
by Professors Downing and Karmel would be likely to 
oblige some 40 to 50 per cent of dairy-farmers to retire from 
the industry. Moreover, the low-income problem associated 
with a new, but again large, group of marginal producers 
will remain as now. 


(ii) This is likely to reduce the industry to a net-importing 
industry. In this event the proposal amounts to nil protec- 
tion over and above ‘‘natural shelter’. 


(iii) While there are grounds for arguing that the butterfat 
industry should receive a greater degree of protection than 
this, @ priort argument as to the ‘‘right’’ degree of pro- 
tection is bound to be inconclusive. 


(iv) We are nevertheless of the opinion that the degree of pro- 
tection afforded the industry should, at the least, not be 
increased further, because it has failed to achieve the de- 
sired objective, namely, to overcome the low-income problem 
in the industry. Professors Downing and Karmel have made 
far-reaching proposals without facing squarely this basic 
problem. The quota scheme and supporting measures we 
have proposed elsewhere, are designed to meet this problem, 
while also contributing to the solution of the fundamental 
economic problems facing the industry. 


H. R. Epwarps 
N. T. DRANE 
University of Sydney. 
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A FURTHER COMMENT 


Evidence which will pass muster when submitted to a Committee 
of Enquiry as a public service may yet be open to criticism when 
published in a reputable economic journal. This is the case with 
Downing and Karmel’s evidence to the Dairy Committee of Enquiry.! 

In particular, paragraph 11 says: 


11. On the other hand, because dairying is more labour- 
intensive than other rural industries, a contraction of dairying 
production might require an expansion of protected and shel- 
tered production in order to absorb some of the labour released. 
Moreover, not all the land now used for dairying is suitable for 
use in unprotected and unsheltered export industries. Some of 
it, too, might have to go into uses where it needed protection. 
We conclude, therefore, that some measure of protection can 
properly be given to the dairying industry. But dairying does 
differ from those secondary industries to which protection is 
most often granted. It is unlikely to become viable, in the long 
run, without protection. Its efficiency is not held back by the 
limited extent of the internal market. It is not an increasing 
returns industry. We conclude that any protection afforded dairy- 
ing should be below the average level of protection enjoyed by 
protected industries. 

The first four sentences say that some form of protection is 
justified for dairying if it prevents the expansion of other protected 
and sheltered production. This in turn implies that the wages and 
rents which other protected industries can offer do not indicate their 
true social net product and that the divergence between apparent and 
true social net product is so marked that it can be, at least partially, 
corrected by operating on the price of dairy products. This is a 
strong assertion, and one cannot but wish that Downing and Karmel 
had seen fit to add a footnote to explain their reasoning. 

The remarks with respect to land are particularly puzzling: 
‘‘Some . . . (land) might have to go into uses where it needed 
protection.’’ (My italics.) In the absence of a footnote one would 
imagine that some land might best be left idle (and that the national 
income would thereby be raised). From their general knowledge of 
the dairy industry I imagine that Downing and Karmel would agree 
that in practice most of the land released from dairying would be 
used for beef, fat lambs or wool. Some sub-tropical dairy land might 
be used for cotton, tobacco or peanuts. (This transfer would not 
cause cotton, tobacco or peanuts to need protection. It would largely 
be because cotton, tobacco and peanuts are receiving protection.) 
Transfer into other forms of livestock would almost certainly improve 
the balance of payments. If it was thought that the production of 
protected crops would become too great, this is surely better corrected 
by lowering protection on the affected crop, than by refraining from 


1 Downing, R. I., and Karmel, P. H.: “Protection of the Australian Dairying 
Industry”. Economic Record, Vol. 36, p. 351 (1960). 
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lowering the protection on dairying. In any case, the argument as 
to the possible over-expansion of a protected crop needs specific, 
empirical, justification before it can seriously be considered; in the 
absence of such justification it is purely speculation. It may reason- 
ably be argued that Downing and Karmel have failed to show that, 
in the absence of protection for dairying, the pattern of Australian 
land use would be less satisfactory than at present. 

The remarks with respect to labour are slightly less puzzling, 
since labour cannot be left idle with the same impunity as land. 
Nevertheless, the assertion is puzzling. Do Downing and Karmel really 
believe that an economy which can absorb 100,000 migrants a year 
cannot absorb 5,000 ex-dairy-farmers? Is it really necessary to pos- 
tulate higher tariffs as the only way of maintaining full employment? 
Surely additional roads, schools, houses, and closer settlement of 
some areas would all have a higher social product than is currently 
being obtained from much labour in dairying? Downing and Karmel 
say ‘‘a contraction of dairying production might require an expansion 
of protected . . . production’’. (My italics.) It is not really satis- 
factory to leave this question unresolved. The Committee (and indeed 
other economists) have a right to expect some help on this question. 
If additional protection would not be required, the argument for 
protecting dairying collapses. If additional protection would be re- 
quired to main full employment, then we have the open question as 
to which industries should be protected. Even proof that ceteris 
partbus removal of all protection from dairying would cause unem- 
ployment does not prove the need to protect dairying. It merely 
raises the question whether protection of dairying is the best way of 
avoiding unemployment. 

A careful examination of the first three sentences of paragraph 11 
suggests that the fourth sentence is a non sequitur, and that the 
authors fail to establish an economic case for protecting dairying. 

The last five sentences are no better. They assert that dairying 
should receive less than the average Australian level of protection 
since ‘‘dairying would not become viable in the long run’’, its effi- 
ciency is not limited by the extent of the home market, and it is not 
an increasing returns industry. However, the next paragraph states, 
inter alia, that ‘‘we are likely to remain a net exporter of dairy pro- 
ducts for at least some time’’, i.e. that for some time at least the 
dairy industry (or a portion of it) will be viable. The latter view 
seems more reasonable than that the dairy industry would entirely 
disappear. The dairy industry is an increasing returns industry in 
the sense that there are a number of overheads to be spread. Average 
cost of administering equalization, research, extension and training 
costs would all tend to fall as the industry expands. Nevertheless, 
the point must be taken that the simplest explanation for the finite 
size of the dairy industry is that there are no marked economies of 
seale. One wonders, however, whether Downing and Karmel really 
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meant to imply that the more limited the extent of the domestic 
market, and the greater the increasing returns for an industry, the 
higher its level of protection should be. If they meant to say this, 
one wonders how they would complete their argument. 

In general, Downing and Karmel’s recommendation that the 
dairy industry be allowed to set the domestic price for butter, without 
the aid of import restrictions or tariff, is strongly reminiscent of the 
Paterson Plan. Very likely, in view of Section 92, their plan would 
have to be implemented in exactly the same way as the Paterson 
Plan. (They do, however, differ from the Paterson Plan in that even 
at the inception of the latter plan in 1926 there was an import duty 
of 2d. a pound.) 

WILFRED CANDLER 
University of New England. 


REJOINDER 


1. Drane and Edwards in their thoughtful comments suggest 
that we seriously underestimated the effect of our proposals on the 
dairying industry. We were aware that our proposals would result 
in a contraction of the industry. Indeed they were aimed to do so. 
However, we were frankly mistrustful of the apparent implications of 
cost-of-production surveys. We consulted men who knew the dairying 
industry well and accepted their judgment, that under our proposals 
the dairying industry would continue to have an export surplus. We 
believe, therefore, that our proposals do offer a measure of real pro- 
tection. However if, in fact, the industry were to become a net im- 
porter and wanted protection, our view (as we stated in a supple- 
mentary submission) is that it should apply to the Tariff Board as 
does any other industry faced with competition from imports. 

2. It follows that, while we agree that under our proposals a 
number of dairy farmers would leave the industry, we do not believe 
the numbers would be as large or that the fall in production 
would be quite as drastic as Drane and Edwards estimate. Nor 
would the consequences of our suggestions have an unfavourable 
effect on the distribution of income. The present subsidy arrange- 
ments result in the bulk of the subsidy going to the higher income 
dairy farmers. A substantial part of our proposals in fact dealt with 
measures to reduce the disabilities of low income marginal producers 
and with assistance to help some men to remain in the industry, and 
others to leave it. 

3. The problem of low income marginal producers will persist 
whatever policy is adopted for the dairying industry. 

4. We were and are attracted by many aspects of a quota scheme, 
as proposed for instance by the group of agricultural economists who 
submitted evidence to the Committee. We refrained finally from sup- 
porting the proposal mainly on the ground that the scheme would be 





gs 











——— a OS iO OS" «CW 


Oo BUS FR. ct OO cr 


e, 


D- 
ye 








1961 THE AUSTRALIAN DAIRYING INDUSTRY 115 


: difficult to administer and, for that reason, might have more dis- 


advantages and fewer advantages than appear at first sight. 

5. Dr. Candler, on the other hand, appears to argue that our 
proposals for protection to the industry are excessive, and he takes 
us to task for our arguments in para. 11. We readily admit that in 
making policy recommendations a large element of judgment is 
involved. We take it that the object of shifting resources out of 
dairying into other lines of production is to shift resources from less 
to more efficient uses. Our argument is the simple welfare one that 
so long as the value (net of protection) of the marginal product of 
resources in dairying is less than the value (net of protection) in 
some alternative use, a shift from dairying would increase aggregate 
production. If the alternative use of the resources enjoys some pro- 
tection (which we judged it would, on the average, do) a case can 
be made against removing all protection from dairying, on the grounds 
that there may be losses from totally removing protection as com- 
pared with partially removing it. Furthermore, we believe that there 
is a case for giving more than average protection (in some cases 
temporarily) to industries which can be expected to produce economies 
as their markets expand. Following this line of reasoning, we advo- 
cated less than average protection for dairying. 


R. I. Downtne 
University of Melbourne. 

P. H. Karmen 
University of Adelaide. 





NEWS AND NOTES 


It is planned to publish the Economic Record henceforward on 
the regular basis of four issues a year, appearing in March, June, 
September and December. The annual cost to subscribers will, for 
the time being, remain unchanged. 


The Editorial Board has awarded £25 each to Dr. H. Bernardelli 
and to Dr. F. H. Gruen for their articles in Volume XXXVI of the 
Economic Record. 


The Council of the Royal Economie Society has agreed to sponsor 
an edition of the papers and correspondence of William Stanley 
Jevons, to be prepared by Dr. R. D. Collison Black, of the Department 
of Economics, Queen’s University, Belfast. Dr. Black has access to 
the papers still in custody of the Jevons family, but is anxious to 
locate papers, particularly letters written by Jevons, which may 
survive in other hands. Jevons spent some years (1854-59) in Aus- 
tralia. Dr. Black would be grateful for information about any letters 
and papers by, or concerning, W. S. Jevons (in addition to those 
already listed in La Nauze’s Political Economy in Australia). 


BRANCH SECRETARIES 


New South Wales: R. R. Clark, c/o The Mutual Life and Citizens’ 
Assurance Co. Ltd., Box 1598, G.P.O., Sydney, N.S.W. 

Victoria: Mr. G. Bills, Department of Economics, University of 
Melbourne, Parkville, N.2, Victoria. 

Queensland: C. P. Harris, Department of External Studies, Univer- 
sity of Queensland, St. Lucia, S.W.6, Queensland. 

South Australia: Mr. D. H. Whitehead, Department of Economics, 
The University, Box 498D, G.P.O., Adelaide, South Australia. 

Western Australia: G. A. Bartlett, c/o Administration, University 
of W.A., Nedlands, Western Australia. , 

Tasmania: D. E. Kirby, Box 665E, G.P.0., Hobart, Tasmania. 

Canberra: J. G. Head, Department of Economics, School of General 
Studies, Australian National University, Canberra, A.C.T. 

Wellington: I. F. E. Wilson, c/o Bowden, Bass & Cox, Public 
Accountants, 328-330 Lambton Quay, Wellington, New Zealand. 

Auckland: Mr. V. Argy, University of Auckland, P.O. Box 2175, 
Auckland, New Zealand. 

Christchurch: N. L. McBeth, ¢/o ‘‘Press’’, The Square, Christchurch, 
New Zealand. 
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REVIEWS 


Proceedings of the Tenth International Conference of Agricultural 
Economists. (Oxford University Press, London, 1960.) Pp. xii 
+ 535. 68/- Aust. 


The theme for this conference was Agriculture and its Terms of 
Trade, and the sub-title ‘‘ A consideration of the problems of balance 
between agriculture and other activities in the process of economic 
growth of States and in the development of a sound world economy’’. 
The programme was divided into three main parts as follows: 
I. Retrospect: The Shifting Fortunes of Agriculture, II. Factors 
Influencing Agriculture’s Terms of Trade, and III. Scope for National 
and International Action. Very few of the papers present the results 
of any new research, and two types predominate. 

Firstly, those papers which relate, with a greater or lesser degree 
of analytical comment, the experience of the authors. One of the 
valuable features of the conference proceedings is that officials who 
are actually concerned with administration and planning in various 
countries have related their experiences and discussed them before 
their academic colleagues. Thus J. J. Anjaria of the Ministry of 
Planning of India, and L. E. Samuel of the Ministry of Agriculture 
of Israel, gave papers on Planning Procedures. Probably one of the 
outstanding papers at the conference was that of U. Aziz of the 
University of Malaya on The Independent Development of Agricul- 
ture and Other Industries. In discussing this question he relates the 
political as well as the economic problems involved in the development 
of agriculture in a particularly stimulating way. 

The second group of papers includes a number of very useful 
critical reviews of existing knowledge and opinion on specific subjects. 
Thus K. O. Campbell in discussing rural population movement is 
mainly concerned to outline and comment on the writings of others 
on the subject. Similarly the three papers on International Organiza- 
tions summarize facts ‘which are available elsewhere and comment on 
these facts in relation to the theme of the conference. In these cases 
the discussions often provide evidence of a wide range of opinions 
about various aspects of agricultural policy. 

Although the conference was not directly concerned with the 
problems of underdeveloped countries as such, the fact that it was 
held in India appears to have influenced both the authors of papers 
and the discussants. In the circumstances it was not surprising that 
this aspect of the terms of trade between agriculture and other 
industries received more attention than the question of agricultural 
support measures or the related problem of the existence of surpluses. 


G. M. NEvuTzEe 
Australian National University. 
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Radical and Working Class Politics. A Study of Eastern Australia, 
1850-1910. By R. Gotuan. (Melbourne University Press, Mel- 
bourne, 1960.) Pp. 226. 35/- Aust. 


For Australian historians—especially those in teaching positions 
—the publication of this book is an important event. We have long 
been in need of a comprehensive and scholarly survey of this kind. 
Dr. Gollan draws with firm strokes the outlines of the main phases of 
eastern Australian politics between 1850 and 1910; phases for many of 
which students have hitherto lacked a lucid and connected analysis. 
A considerable achievement lies in the deceptive ease with which Dr. 
Gollan has brought together established accounts of the wide range of 
political matters, tempering these accounts with his own scholarship, 
and demonstrating the connections between political events and a 
changing social and economic fabric. If some of the judgments do not 
seem strikingly new, this is often due to the generosity with which 
Dr. Gollan has always made available to his colleagues and students his 
own ideas and his unpublished work. 

The book is important in another sense. It completes a trilogy of 
recent works (the others are Russel Ward’s The Australian Legend and 
the R. N. Ebbels memorial documents, The Australian Labor Move- 
ment, 1850-1907) which together present in sophisticated and perhaps 
definitive form a view of Australian political history that has been 
compared to the Whig version of British history. The essence of this 
interpretation is not merely the assumption that ‘‘the history of 
Australia in the second half of the nineteenth century was a record of 
democratic political and social advance’’. As Dr. Gollan (who defines 
it this way) remarks (and demonstrates) the facts here are beyond 
dispute. What is more important is the dynamic usually taken to have 
lain behind the advance. The argument is well known. Middle class 
liberals and radicals, pressed by economic difficulty and affronted at 
the pretensions of an upstart oligarchy, effected the first democratic 
transformations after Responsible Government. In the exciting decade 
of the ’eighties democratic leadership tended to pass into the hands of 
an increasingly articulate working class. A burgeoning union move- 
ment, drawing its moral fervour from imported radical and collectivist 
ideas combined with the indigenous mystique of a rural proletariat, 
became the driving force for a second bite at political democracy and 
social reform. Though industrial defeat and the need for parliamentary 
compromise subsequently modified the eager expectations of these 
years, the historical role of the men of Labor nevertheless remained 
that of becoming the chief architects of the most advanced democracy 
in the world. 

Dr. Gollan is a temperate guide to this compelling thesis. From 
time to time, however, questions may form at the back of the reader’s 
mind. How just is the equation of wage-earners and working class, 
except in the narrow economic sense? Was the nationalism of the 
eighties really ‘‘essentially a class view’’? Were those who were not 
for the unionists in the Great Strikes necessarily against them? What 
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was the social composition of the electorate whose wooing constantly 
forced Labor into moderate paths? The recurrence of questions like 
these suggest that the picture might be modified if we knew a little 
more about the middle classes, whose existence after the first few 
decades of the half-century. Dr. Gollan tends either to ignore or 
implicitly to deny. To say this is not to criticize Dr. Gollan’s work (for 
one thing, he has delimited his field clearly, and it is working-class 
politics) so much as to suggest the one area of research he has left 
open for his successors. 
A. W. Martin 

University of Melbourne. 


The Economic Development of Communist China. By T. J. HuaHes 
and D. E. T. Luarp. (Oxford University Press, Melbourne, 1959.) 
Pp. viii + 223. 37/3 Aust. 


This book has two main virtues, a fairly wide interpretation of 
its subject matter, that is the recent economic development of China, 
and the fact that it is very close to being up-to-date. It is very 
difficult to obtain a balanced and comprehensive account of contem- 
porary economic development in China, but the authors have managed 
to present a satisfactory treatment by carefully assessing the flow 
of day-to-day commentaries and of translated material, made available 
from Hong Kong and from news agencies. 

The students of contemporary China fall into three classes ; those 
who try to reconcile the contradictions and find some way of justifying 
the sudden changes of policy and attitude, those who report them all 
and admit their irreconcilability, and those who attempt to reconstruct 
what in their opinion may be occurring. The authors of this book lean 
to the second position, as they are cautious especially with regard to the 
extravagant claims made about the output of the economy in 1958, the 
last year of the period with which they are dealing. But they report 
the claims and then add a little scepticism. This is indeed the only 
useful line to adopt, for a contemporary book cannot incorporate the 
revaluation which would reveal the longer-term trends. 

Their book is no mere account of collectivized peasants, and steel 
tonnage in the second plan. It surveys as well the fields of labour, 
foreign trade and aid, the treatment of private enterprise and land 
reform, the control of consumption, and a summary of future prospects. 
Perhaps it could have dealt a little more fully with the demographic 
situation, on which the outlook for China now depends so heavily. The 
menacing growth of population is the major determinant of whether 
present and future economic development will bring higher standards 
per capita. 

It should be made clear, as well, that this is an account rather 
than a technical analysis; it is intended for a wide audience of laymen 
and scholars in the fields of social science generally, and does not 
involve itself in discussion of the technicality of the real growth of 
national income, or actual rates of investment. Nevertheless, those with 
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a theoretical interest in economic growth, will find much that is useful 
here. 


R. Kent WILson 
University of Melbourne. 


Can Inflation Be Controlled? By Harotp G. Mouton. (George Allen 
& Unwin, London, 1960.) Pp. 302 + xiv. 21/- stg. 


Readers desiring an operationally useful answer to this question 
will be disappointed. Dr. Moulton concludes that inflation cannot be 
prevented without directly controlling wages and raw material prices 
(and presumably also export and import prices in economies for which 
international trade is important). Few would dispute that effective 
controls of this sort would cure inflation. But the really interesting 
question is whether overall price stability can be secured without resort 
to such generally unacceptable methods. 

Dr. Moulton strongly criticizes most indirect measures to control 
inflation. Although a number of modern straw men are mown down 
with hardly surprising ease, one must concede some telling points 
against more extreme demand-pull theorists and publicists. The author 
does not appear to be very familiar with recent British literature on 
the subject although he acknowledges that the importance of cost-push 
elements in the inflationary process has received more recognition in 
British circles than in the United States. (The author was formerly 
Director of the Brookings Institution and writes very much with 
American experience in mind.) 

The book is a strange mixture of quite penetrating thought and 
quite surprisig naiveté. Dr. Moulton rightly points out that economists 
relying on the quantity theory type of approach, however refined, 
have seldom paid adequate attention to the precise manner in which 
money can increase faster than goods and that commonly they have 
assumed money and goods to pursue independent paths whereas in a 
inodern economy money is integrated into the economic process at 
every stage. On the other hand we are told that ‘‘moral suasion is not 
an effective instrument of control’’ as if this were a profoundly original 
thought. Similarly the Brookings Institution’s recipe for maximum 
economic growth, viz. that productivity gains should be apportioned 
between workers, shareholders and consumers, while unobjectionable, 
is hardly helpful as a guide to policy. 

The main text of the book consists of only 185 pages, the rest being 
appendices appraising traditional theories and attempts at statistical 
verification. Of the main text a considerable proportion deals with 
historical inflations. Only a small portion of the whole book is therefore 
addressed to the central issue of achieving overall price stability in 
a modern mixed economy. It is a pity that the author did not develop 
his ideas more fully on this issue; he undoubtedly has ideas which 
deserve more elaboration. 


J. W. RowE 


Victoria University of Wellington. 
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Trade and Economic Structure: Models and Methods. By Ricnarp E. 
Caves. (Harvard, Cambridge Mass., 1960.) Pp. 317. $6.00. 


Mr. Caves has made a remarkable contribution to the international 
trade literature. The theory of international trade is generally divided 
into two parts. One is concerned with the adjustment, either by policy 
measures or by automatic monetary processes, of the balance of pay- 
ments. The second part assumes the balance of payments in equilibrium 
and studies the nature of the pattern of trade and of the gains from 
trade. This second part is the ‘‘pure’’ theory of international trade 
and has reached a high degree of refinement over a period of one 
hundred and forty-three years. It is perhaps unfortunate that these 
two branches of the theory are so frequently isolated: the conclusions 
of the pure theory appear unreal when the adjustment processes are 
subsumed in a set of assumptions the full implications of which are not 
always readily grasped. 

Mr. Caves’ subject-matter is this pure theory. He has read—and 
understood—the vast journal literature in this field over the last sixty 
(and in particular the last thirty) years and placed it in a logical 
analytical framework. History of economic thought can be written in 
terms of the ‘‘vision’’ of individual economists, or as a chronicle of the 
intellectual byproducts of historical systems, or even as an acount of 
the slow progress from ignorance to knowledge. But Mr. Caves is not 
concerned with individual economists or the priority of their dis- 
coveries, and he is certainly not historically minded. Rather, his is 
‘ta history of analytical tools and concepts’’, a history as the pure 
theorist can be expected to write it. 

If one believes that the articles which appear in the learned 
journals have some value other than for the academic advancement of 
their authors, one must be grateful for a scholar who treats these 
articles with respect, who seeks out the core of meaning in each con- 
tribution, places it in the general development of thought, and so 
provides a basis for further improvement of the tools of the economists’ 
trade. Mr. Caves’ particular interest is not so much in the development 
of a ‘‘monolithic formal structure’’ of theory, but rather in the various 
models which have been built up to deal with the problems which the 
real world presents to the theorist. His purpose in ‘‘resurrecting old 
masters and obscure moderns’’ (like the present reviewer) has been 
‘not for the logician’s purpose of putting their reasoning to rights 
but rather for a collector’s interest in the special cases they might have 
uncovered’’. 

It would be impossible to summarize a book which is already, in 
a sense, a collection of summaries. It is a complete handbook of the state 
of the pure theory of international trade. It is for the cognoscenti. 
While admirably clear, its full appreciation requires some familiarity 
with the basic theory; here it suffers by comparison with Professor 
Viner’s Studies or Professor Haberler’s classic text. The reader may 
regard Mr. Caves’ book either as a guide to the journal literature or as 
a merciful dispensation from the need to read the journals. 
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One might inquire what is the state of the theory of international 
trade as revealed by this book. First, one might note its high degree of 
logical refinement and the satisfying completeness of the basic model. 
The framework for the construction of special models suited to par- 
ticular practical problems is certainly available; it is towards such a 
state that one hopes certain other branches of economics, such as the 
theory of economic growth, are groping. 

Secondly, the striking influence of Profesor Ohlin’s Interregional 
and International Trade (published in 1933 in the same series as Mr. 
Caves’ book), and of the fundamental thought structure which the 
latter had derived from Profesor Heckscher’s article of 1919, is 
apparent at every page. It was in 1948 that Professor Samuelson pub- 
lished an article which carried the implications of the Heckscher-Ohlin 
model to its limit; he showed that under certain conditions free inter- 
national trade would lead to the complete equalization of international 
factor prices; if only we all removed our impediments to the movement 
of goods, real wages and other factor returns would become identical 
in all countries and the economic motive for migration of capital or 
labour would disappear. Since then some of the best minds in economics 
have devoted themselves to spelling out the limitations of the Samuel- 
son model, showing that for any one of a large number of reasons, while 
factor prices might possibly tend to be equalized by trade, they need 
not necessarily be equalized completely. This discussion, a complete 
guide to which is provided by Mr. Caves, originated not from any 
problem the ‘‘real world’’ threw up, nor from new empirical data or 
advances in other branches of economics, but was a pure deductive 
development, the fruit of ‘‘pure contemplation’’, of the dangerous 
fascination which the difficult problem, in preference to the important 
problem, has for some scholars. But in the process of this ‘‘factor price 
equalization’’ debate the whole pure theory of international trade has 
been refurbished. Major advances of value to the builders of useful 
international trade models have incidentally resulted from a debate 
which was, in appearance, unfruitful. It is to this that the revival and 
refinement of the Heckscher-Ohlin model can be attributed. 

Finally, Mr. Caves shows that there is still at least one major gap 
in the pure theory. An excellent chapter surveys the existing dynamic 
models of international trade. It is clear that, as in other branches of 
economics, scope and indeed urgent need for further development 
remain here. Probably most of the conclusions of the pure theory are 
as true under dynamic as under static assumptions, but until they have 
been explicitly restated in dynamic terms these conclusions can hardly 
gain general acceptance. W. M. Corpven 
University of Melbourne. 


The Stages of Economic Growth. By W. W. Rostow. (Cambridge 
University Press, London, 1960.) Pp. xii + 179. 21/- stg. 
Professor Rostow is usually brief, never dull, always exciting and 

rarely accurate. His latest little book, The Stages of Economic Growth, 
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is in the established tradition. Here, in a few brief lectures, we have 
the key to the whole of recent world economic history, the contemporary 
power balance, the conditions of modern diplomacy and the prospects 
for the Golden Age. The essential ideas of the take-off, the drive to 
maturity, the stage of mass consumption and the eventual golden age 
have been well enough publicized to make another summary unneces- 
sary. Professor Rostow may, therefore, forgive me if I concentrate on 
three phrases, two footnotes and an arrow in his book. 

In his system of world economic growth, Australia took off during 
the nineteen-thirties, simultaneously entering the phase of mass con- 
sumption. The simple-minded, unaccustomed to the economics of the 
Golden Age, might have believed that development might best be 
gauged by some measure of real consumption per head. Professor 
Rostow insists on the priority of the ratio of investment and income 
—less than 5 per cent before take-off, 5-10 per cent during the take- 
off, and 10-20 per cent in the drive to maturity. Available official 
statistics might appear to support his conclusion that Australia took 
off during the ’thirties, especially when one takes into prominence the 
investment income ratios of the postwar period and disregards the 
special facts of deferred replacement, special postwar shortages and 
population boom. Unfortunately, as stated, the ratio is unclear and 
frequently changes in meaning—on page 8 its meaning is indetermin- 
ate; on page 20, investment and income (product) are net and 
national ; on page 39 they are domestic; on page 41, gross measures are 
implied ; and, again on page 39, investment is limited to ‘‘ productive’’ 
investment. It is not clear whether investment is confined to fixed 
assets. 

Now these concepts have very different meanings and have sharply 
contrasting implications for Australian experience, as the following 
ratios show: 

Australian ratios % 





Net National Net Dom. Cap. Gross Dom. Cap. Net Dom. Cap. 
Cap. Form. to Form. to Net Form. to Gross Accumulation to 
Net Nat. Prod. Dom. Product Dom. Product Net Dom. Prod. 





1861-70 6 11 12 18 
1871-80 10 13 15 17 
1881-90 8 15 19 20 
1891-00 3 7 12 9 
1900-10 10 9 12 11 
1911-20 6 9 14 10 
1921-30 10 13 18 14 
1931-39 6 7 12 7 





In the first three columns, one can choose between an economy always 
grounded, one hedge-hopping desperately over eighty years or one in 
sustained flight. In the fourth, in which livestock change is included, 
a long flight ends in a crash at precisely the time it is supposed to have 
begun. 
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Few economic historians would dispute Professor Rostow’s stress 
on the importance of disaggregation and the need to explore leading 
components in the course of growth. All that he has to say on this 
score is a vast improvement on the rarefied models of modern mathe- 
matical economics. But his dismissal, as the occasion suits, of social 
overhead capital in new countries like Australia, on the grounds that 
it is unproductive, completely misses the point which, a decade ago, 
Duesenberry was at pains to develop. External economies apart, this 
type of investment has a critical role in the human control of new 
natural resources in underdeveloped areas in a manner not open to 
‘*traditional’’ economies. But, moreover, Rostow places the whole 
emphasis of his scheme on industrial investment and, indeed, concedes 
that his system is merely the older and looser notion of an ‘‘industrial 
revolution”’ in disguise. Now, industrial development, in itself, will not 
produce anything approaching the percentages he seeks—certainly 
nothing like 10-20 per cent of total product (net, national, gross or 
domestic). In the Australian case, again, these percentages are respect- 
able over long periods, with gross industrial investment running at 
about 2 per cent of gross domestic product throughout the period 
1900-39 ; there is no striking change in this relationship. 

In the movement into the Golden Age, our attention is transferred 
to the composition of consumer expenditure, at any rate in terms of 
automobiles, deep-freezes and make-it-yourself kits. There may be 
some merit in attempting to predispose world economic development in 
the American pattern. But, in the period of Australian economic history 
which Rostow dismisses as pre-take-off, he seems to have missed critical 
elements owing to his underlying lack of interest in consumption as 
the ultimate test of development. One of the more remarkable features 
of the Australian case is in the fact, for what available statistical 
evidence is worth, that Australian standards of living appear to have 
been at the peak of world standards during the period 1860-90, to have 
lost ground a little to 1920 and to have fallen, relatively to the most 
wealthy nations, most definitely after 1920. This sequence appears to 
run counter to Rostow’s whole conception. The shape of an explanation 
ean be only dimly perceived. It is doubtful if the crux of the answer 
lies in investment income ratios; rather it is probably to be sought in 
the character of massive technological change not dependent on new 
capital equipment. British capital and the wealth reaped from mines 
and accumulating livestock were critical for much of the nineteenth 
century; during 1900-20, the economy could dispense with foreign 
savings and sustain moderately high investment with very high income 
per head thanks partly to mining and partly to improvements in the 
terms of trade, but basically because of the extensive technological 
change in rural (not manufacturing!) industries which did not depend 
on new capital equipment. After 1920, our relative pre-eminence was 
lost perhaps as much as anything due to those circumstances in which 
Rostow finds evidence of a take-off: the stimulus of import-replace- 
ment and the vast application of social resources in the industrial and 
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social overhead capital to provide the external economics believed 
necessary in the growth of massive and inefficient metropolitan con- 
centrations. 


N. G. Buti 
Australian National University. 





BOOKS RECEIVED* 
A—AUSTRALIAN AND NEW ZEALAND PUBLICATIONS 


ActurtaL Society oF AuSTRALASIA. Transactions of the Actuarial Society of 


Australasia, Vol. 10, 61 Session, 1957. (1960.) Pp. 244. 


Apart from the usual run of articles devoted to the actuarial problems 
associated with life assurance, superannuation and pension funds, this volume 
reports a discussion of the benefits and problems of life office investment in 
equities. Also indicative of the times and the expanding horizons of actuaries 
is the inclusion of articles on data processing, economic development and 
operational research. 


ReitsmA, A. J. Trade Protection in Australia. (University of Queensland Press, 


Brisbane, 1960.) Pp. 195. 40/- Aust. 


ReEsERVE BANK oF NEW ZEALAND. Overseas Trade and Finance with particular 


reference to New Zealand. (Wellington, 1960.) Pp. 252. 15/- N.Z. 

This book comprises mainly a collection of articles appearing in the 
Reserve Bank’s Bulletin. Some of them were published during 1952 in a 
pamphlet entitled Foreign Exchange but these have now been brought up-to- 
date. The usefulness of the book should not be understated. A concise treat- 
ment is given of international economic events affecting New Zealand and 
the Sterling Area during the post-war years. A few chapters give some 
inkling of thought in the Reserve Bank about possible techniques for meeting 
balance of payments and employment troubles. Furthermore, the data shown 
in the book highlights the better information available in New Zealand than 
Australia on monetary and exchange matters. The new Reserve Bank of 
Australia might do worse than seek to raise the quality of Australian banking 
and exchange statistics to a level comparable with that already attained in 
New Zealand some years past. 


Wa tker, K. F. Research Needs in Industrial Relations. (University of Western 


Australia Press, Perth, 1960.) Pp. 110. 5/- Aust. 

Students and teachers of industrial relations are put in heavy debt to 
Professor Walker for his masterly survey of the work done and the work 
waiting to be done in Australia. While its scope-is influenced by the author’s 
urge for an integrating theory in this field, and its perspective by his expertise 
as “social psychologist”, there is much more than this, and one is continually 
envious of the author’s ubiquitous talent. Two interesting papers, one on 
trade unions (R. J. Hawke), the other on research into the Australian Labour 
Movement (L. G. Churchward), and a valuable bibliography, are appended. 


B.—OTHER PUBLICATIONS 


AITKEN, H. G. J. (Ed.). The State and Economic Growth. (Social Science 


Research Council, New York, 1959.) Pp. 389. Price not stated. 


ALEXANDER-FrutscHI, M. C. Small Industry—An International Annotated Biblio- 


graphy. (Free Press of Glencoe, Illinois, 1960.) Pp. 218. $10.00. 

This is another in the “Small Industry” series of publications of the 
Stanford Research Institute. It is a survey of world-wide literature, mostly 
since 1950, on the development of small industry. The material is arranged 
by subject matter, by specific industries and by geographical areas. There is 
extensive cross-referencing, a useful index, and a directory of publishers and 
periodicals. 


Biytu, C. A. The Use of Economic Statistics. (Allen and Unwin, London, 1960.) 


Pp. 249. 28/- Stg. 


Cottison Brack, R. D. Economic Thought and the Irish Question, 1817-1870. 


(Cambridge University Press, 1960.) Pp. 229. 37/6 Stg. 

Contrary to belief, English classical economists, despite their general 
advocacy of laissez-faire, were prepared to advise governments, and _ this 
work examines their influence with reference to policies pursued in Ireland 
from 1817 to 1870 (a period of great importance for that country) and also 
the effect of Irish conditions on economic thought. 


* Acknowledgment of publications does not guarantee review. 
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CoMMONWEALTH Economic CoMMITTEE. Commonwealth Trade 1958-59. 
(H.M.S.O., London, 1960.) Pp. 57. 4/- Stg. 

This report comprises two main parts. The first section briefly examines 
the importance of Commonwealth trade in relation to world trade, as well 
as trade between the Commonwealth and the United States, and Western 
Europe The second section deals with the trade of each Commonwealth 
country during the five years 1954 to 1958. The report lists the destination 
of each country’s exports and the source of its imports. In addition it notes 
the trend in the value of the main products exported. This will be of use to 
those requiring a quick source of reference to the trade of Commonwealth 
countries. 

EastHAM, J. K. Graphical Economics. (English Universities Press, London, 
1960.) Pp. 333. 25/- Stg. 

Ecerton, R. A. D. Investment Decisions Under Uncertainty. (Liverpool Univer- 
sity Press, 1960.) Pp. 100. 18/6 Stg. 

This book contains a statement and extension of Shackle’s theory of 
expectations as applied to entrepreneurial investment decisions. Argument is 
presented for preferring this approach to that based on probability theory 
and in the last chapter Shackle’s assumption that in decision making attention 
is focused on only two of the possible outcomes is relaxed. 

FauisE, M. La Demande de Monnaie. (Editions Nauwelaerts, Paris, 1959.) Pp. 
210. 200 Fr. Belges. 

The first of the six chapters of this book discusses the notion of the 
demand for money in various theories: Walras’s desired cash holdings, 
Keynes’s liquidity preference, the Cambridge School’s coefficient “k” and 
I. Fisher’s velocity of circulation. Chapter II deals with reasons for cash 
holdings such as numéraire, medium of exchange and value of reserve. 
Chapter III sets forth the way in which money inserts itself into the whole 
of the economic system so that monetary theory can be integrated into the 
marginal theory of the consumer’s choice. Chapters IV-VI sketch the utiliza- 
tion of the concept in the analysis of economic facts, first from the perspective 
of Keynes’s choice between money and claims, and separately for firms and 
individuals, and attempt verification of the theory from statistical data con- 
cerning the U.S.A., U.K., France and Belgium. 

Granick, D. The Red Executive. (Macmillan, London, 1960.) Pp. 334. 34/9 Aust. 

It is the thesis of this very readable book that in any advanced industrial 
society—regardless of its social system or traditions—much the same sorts 
of problems are involved in operating the complex industrial structure. While 
the solutions to these problems may be different, the author’s view is that 
the differences are limited by the fact that the same basic problems must be 
tackled. He illustrates his argument by a comparative examination of Russian 
and American management. 

Hatt, M., Ricnarpson, G. B., and Sarcent, J. R. A Bibliography in Economics 
for the Oxford Honour School in Philosophy, Politics and Economics, 2nd ed. 
(Oxford University Press, Oxford, 1959.) Pp. 82. 12/3 Aust. 

Howey, R. S. The Rise of the Marginal Utility School 1870-1889. (University of 
Kansas Press, Lawrence, 1960.) Pp. 271. $7.50. 

An instructive study of the profound transformation of economic thought 
through the rise of the marginal utility theory in the 1870s. The first of its 
three parts goes back before 1870, notably to Jevons’s debt to M. Longfield 
and J. Bentham and his first “Notice on a general mathematical Theory of 
Economy” 1862, and to Walras’s obligation to his father Augustin Walras. The 
second part compares the role of utility in the main works of Jevons, Menger 
and Walras. The third and longest part deals with other contributions to 
marginal utility theory by A. Marshall and J. B. Clark (whose claims to 
originality in this field the author denies), Wicksteed, Wieser, Boehm-Bawerk 
= numerous other writers in U.S.A., U.K., France, Austria, Holland and 
taly. 

Huttcren, T. Changes in Labor Cost During Cycles in Production and Business. 
(Occasional Paper 74, National Bureau of Economic Research, New York, 
1960.) Pp. 85. $1.50. 

This study is concerned chiefly with the estimation and comparison of 
the contributions of changes in average hourly earnings and in man hours 
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per unit of output to cyclical movements of unit labour cost. Although confined 
to railroads and several mining and manufacturing industries in the U.S, 
some interesting inferences are possible with respect to the sequence of changes 
during periods of expansion and contraction. 

KuczynskI, J. (Ed.). Burgerliche und halbfeudale Literatur aus den Jahren 1840 
bis 1847 zur Lage der Arbeiter. (Middle-class and Semi-feudal Writing on 
the Condition of the Workers from the year 1840 to 1847.) (Akademie Verlag, 
Berlin, 1960.) Pp. 305. DM 16. 

This anthology of non-socialists’ contemporary views on workers’ stand- 
ards of living, working conditions and organization is a companion volume 
to A History of the Condition of Workers in Germany from 1789 to the 
Present Day, which in turn forms Part I of a projected 38-volume History 
of the Condition of Workers Under Capitalism. A valuable bibliography of 
German writing, published between 1820 and 1850, concerned mainly with a 
description of working class life, is included. 

Kuznets, S., Mitier, A. R., and Eastertin, R. A. Population Redisiribution 
and Economic Growth in the United States, 1870-1950, Volume II: Analyses 
of Economic Change. (The American Philosophical Society, Philadelphia, 
1960.) Pp. 289. $5.00. 

Volume I of this massive statistical investigation presented detailed tables 
that the authors rearrange and summarize in this volume to discuss three 
problems: Changes by states in the age, sex and occupational composition of 
the labour force, and the regional redistribution of manufacturing and income. 
Simon Kuznets concludes with an interpretative synthesis “The Changing 
Distribution and Structure of Economic Activity”. 

Menta, J. K. Lectures on Modern Economic Theory. (Chaitanya Publishing 
House, Allahabad, 1959.) Pp. 221. Rs. 7.50. 

Topics covered in this book include methodology, welfare, the measur- 
ability of utility, uncertainty, interest rate determination, socialist pricing, 
the trade cycle, growth, and input-output analysis. The discussion runs at 
about sophomore level. 

Menon, C. R. B. Value Economics. (Oxford Book and Stationary Co, Calcutta, 
1960.) Pp. 240. Price not stated. 

Based on a memorandum prepared by the author for a Government com- 
mittee enquiring into the question of promoting Indian exports, this book 
endeavours to develop and apply a theoretical framework for assessing the 
Indian economy. 

MILBANK MeEmorIAL Funp. Population Trends in Eastern Europe, the U.S.S.R. 
and Mainland China. (New York, 1960.) Pp. 336. $2.00. 

This report, complete with attendant discussions, contains the texts of 
nine papers presented by various American experts on the Communist world. 
No narrow analysis of official figures, but a wide-ranging enquiry into socio- 
economic factors underlying the revealed trends, makes this compilation an 
invaluable addition to the library of its subject. Expert American opinion is 
still deeply split on the question of the validity of the Chinese figures. 

Norton, F. E.,'and Jacosy, N. H. Bank Deposits and Legal Reserve Require- 
ments. (University of California, Los Angeles, 1959.) Pp. 139. Price not 
stated. 

This is an interesting study of the structure of legal reserve requirements 
in the United States, of their impact on individual member banks and of the 
need for reform. The authors make out a good case for reserve requirements 
being related to a deposit-turnover classification of banks instead of the 
present geographical one. Failing this, they suggest classification according 
to bank-size. 

Pareto, V. Lettre a Maffeo Pantaleoni. (Ed. by G. de Rosa, Banca Nazionale del 
0 Rome, 1960.) Pp. Vol. I 504, Vol. II 468, Vol. III 580. Price not 
state 

These 738 letters written by. Pareto to his intimate friend Pantaleoni 
reveal in detail the critical phases in the process that shaped Pareto’s ideas on 
Economics and Sociology, and are besides a running commentary of the great- 
est historical, cultural and scientific interest on the period 1890-1923. Panta- 
leoni has merely eliminated matters of strict privacy. Unfortunately only 
17 of his replies have survived and are reproduced in an Appendix. The 
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irretrievable loss of the rest is grievous. Still, this splendidly produced collec- 
tion enables us to listen in to a delightfully sparkling and at times stormy 
discussion which two of the most acute minds and shrewd observers of their 
time conducted over three decades. The critical apparatus which the editor 
has contributed with immense care and skill could not be better. A new list 
of Pareto’s publications contains some minor items not previously known. 

Raynes, H. E. Insurance. (Oxford University Press, London, 1960.) Pp. 202. 
13/3 Aust. 

The principles and practices of the offices underwriting fire, marine, 
accident and life insurance provide the main theme of this latest and worthy 
addition to the Home University Library series. In addition to describing the 
historical development and operation of the industry, topics such as the invest- 
ment of reserves and the legislative control of insurance are discussed. The 
book concludes with a chapter on National Insurance. 

RicHARDSON, J. Economic and Financial Aspects of Social Security. (Allen & 
Unwin, London, 1960.) Pp. 270. 30/- Stg. 

In this international survey Professor Richardson first discusses basic 
general principles of social security, followed by a more detailed analysis of 
the main kinds of social security benefits and of their trends of evolution. 
Throughout this interesting study references are made to the methods and 
experience of both developed and under-developed countries. 

Ropke, W. International Order and Economic Integration. (D. Reidel Publishing 
Company, Dordrecht, Holland, 1959.) Pp. 276. 45/- Stg. 

This is a translation of a book originally published in German in Switzer- 
land in 1945, brought up to date at the end of 1953 with an epilogue on the 
European Free Trade Area provided by a reprint from the Banker of 1958. 

It is intelligently liberal in outlook and although not every reader will 
agree with everything in it, and although it is somewhat dated (not wrong), 
it is still well worth reading. 

Rose, H. B. The Economic Background to Investment. (Cambridge University 
Press, 1960.) Pp. 661. 40/- Stg. 

This book was written principally to serve as one of the text-books of 
actuarial students in Britain. The operations of the banking system and the 
stock exchange, and the determination of security prices, are discussed against 
the background of outlines of the market economy and of government policy 
within the domestic and international sectors. 

Smmua, S. L. N. The Capital Market of India. (Vora & Co., Bombay, 1960.) 
Pp. 300. $5.00. 

Mr. Simha examines the various sectors of the Indian capital market. 
New capital issues, the place of the national and commercial banks, develop- 
mental finance, rural finance, the stock market, the role of the managing 
agents and the growth of new financial and savings institutions are all 
explored. The mechanism of the market is studied in both aggregative and 
particular aspects. There is a chapter on the interest rate structure and 
numerous statistical tables. 

SucHestow, M. The Changed Structure: A Different Picture of the Monetary 
Economy. (P. G. Keller, Winterthur, Switzerland, 1960.) Pp. 174. Price not 
stated. 

U.N.E.S.C.O. International Bibliography of Economics, Vol. VII. (Paris, 1960.) 
Pp. 528. Price not stated. 

This (seventh) volume of works published in Economics (1958) should 
require no introduction or comment. However, it appears to have omitted the 
Economic Record and the Review of Economic Studies from its list of periodi- 
cals consulted. The first omission is curious in that other Australian periodicals 
have not been neglected. 

U.S. CHAMBER OF ComMERceE. Inflation, Unions and Wage Policy. (Washington, 
1960.) Pp. 44. $1.00. 

This booklet briefly states the “wage-push” theory of inflation, including 
a discussion of the extent of union power in the U.S. and its purported impact 
on both bargaining and government policies. Only superficial consideration is 
given to alternative explanations of the post-war inflation before the now 
familiar policy recommendations are outlined. 

Watter THompson Co., J. The Australian Market. (New York, 1959.) Pp. 40. 
Price not stated. 
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This booklet is one of the “World Market Series” issued by the Americar 
advertising firm which is also well known in Australia. Apart from the usual 
general information on production, trade and resources, it includes a classifi 
list of places of 1,000 and over as of June 1954; and a list of the 53 principal ~ 
towns giving 1958 (estimated) population, 1956-57 retail sales, and the per- 
centage increase in population and sales during the four years preceding, 

Wiynuotps, H. W. J. The Budget Theory of Money. (The Academic Press, 
Amsterdam, 1960.) Pp. 227. Price not stated. : 

This book argues for a theory of price changes deriving from purely ~ 
monetary causes: i.e. ex ante changes in the marginal utility of money occa- — 
sioned by changes in holdings of money owned by the holder. Borrowed ~ 
money, ex ante, has constant marginal utility; any consequent price changes 
would be non-monetary. The major source of monetary price change is the 
unbalanced budget. : 











